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The abuse of the audit, especially in relation to the sale of 
securities, constitutes a serious menace to the community, and the 
correction of this abuse is a matter worthy of most serious 
consideration. It is impossible to contemplate complete and uni- 
versal honesty in business transactions and, to that extent, it is 
impossible to devise practical means of entirely eliminating this 
abuse, but I hope to convince you that it is within the province 
and ability of the American Association of Public Accountants to 
remedy existing conditions, and to eliminate entirely some 
of the main procuring causes that lead to the abuse of the audit. 

The writer is not an accountant, and does not pretend to have 
a close knowledge of the fine technicalities of accounting. For 
this reason you are asked to consider this argument, not in the 
light of a scientific treatise, but rather as a broad treatment of 
causes and effects resulting from a somewhat wide experience 
in observing financial operations based on accountants’ reports. 

In order that you may thoroughly understand my point of 
view, it seems necessary that I should impress upon you my con- 
ception of the extreme importance of the accountant’s function 
in the business community. I find myself constantly comparing 
him to the doctor in medical science, or rather to the diagnos- 
tician, because, after all, the accountant is not necessarily the 


* An address before the American Association of Public Accountants, Chicago, Septem- 
ber 17, 1912. 
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man to cure our business maladies, but he is essentially the man 
to examine, and test, and probe, and finally to name the disease, 
which function, after all, is the necessary preliminary to a cure. 
It would be just as natural to expect the human body to run its 
natural course without the assistance of a doctor, as to expect 
the business concern to complete its career without the services 
of the public accountant. Theoretically, it can; practically, it can- 
not, and, whether we realize it or not, the fact remains that the 
science of accounting is the real basis on which our entire com- 
mercial and credit structure is built. The relation of the ac- 
countarnt to the banker is peculiarly necessary and intimate, and 
it is especially from the banker’s standpoint, and from his con- 
ception of the accountant’s function, that you are asked to con- 
sider the subject matter of this paper. 

The accountant’s clients may readily be divided into two 
classes. 


First—The stockholders or owners of a business, who desire 
independent analyses of their own operations. Here any 
serious error of the accountant is susceptible of discovery 
and correction, through the intimate knowledge which its 
executive officers have of its affairs. 

Second—tThe investing public, and their agent, the banker, 
and it is this class alone which concerns us in this dis- 
cussion. Here the purpose of the audit is essentially to 
form the basis for the issuance of securities in which 
thousands of investors are concerned—investors of large 
means, and small resources; the widow, with her hus- 
band’s life insurance to invest; the trustee, with the 
prosperity of women and children dependent on his judg- 
ment; the tradesman, with his hard earned savings, as 
well as the millionaire, the prosperous merchant and the 
man of leisure. Here the efficiency and integrity of the 
accountant are all important; his word is final. Who is 
to check him up? Obviously the investor cannot, neither 
can the banker examine every asset comprising his se- 
curity. He may verify the values of such tangible assets 
as land and buildings, machinery and equipment, but how 
is he to verify the subtle and less obvious assets of cash, 
receivables and inventories, or how is he to satisfy him- 
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self that bad debts have been eliminated, and that all 
liabilities have been shown? To be sure, if the accountant 
understates the condition of earnings, a violent protest 
from the company is likely to bring him to a quick realiza- 
tion of his error, but if he overstates the fact, it is not 
by any means so sure that his attention will be called 
to the matter. While I am not at all underrating the 
importance of the public accountant to the stockholder 
or owner, I am yet trying to emphasize the much more 
important character of the accountant’s function in rela- 
tion to the investor, and his agent, the banker. 


Let us first consider the principal forms which the abuse of 
the audit takes, then the principal causes of this abuse, and finally, 
the best means of correcting, and, if possible, preventing the 
abuse. 


THE PRINCIPAL ForMs oF ABUSE 


First of all, there is what we may justly term the “DEADLY 
AVERAGE,” which is a method of certifying average annual 
earnings over a period of years. This particular form of abuse 
is flagrant and common, and its results are far reaching and 
vicious. The accountant’s certificate may show, with absolute 
truth, that the average annual net earnings of a business repre- 
sent a certain sum, which may appear to the investor to be ample 
for the protection of interest and principal of his investment, and 
yet, an exact analysis of the component units of the average may 
reveal a condition highly alarming to the safety of the security 
involved. Earnings decreasing materially every year may still 
show a satisfactory average, without disclosing the fact that 
they are decreasing, and that they are decreasing owing to some 
fundamental cause that will soon spell “No earnings at all,” as, 
for example, obsolete facilities, prohibitive cost of production, 
bad management, wrong location, ruinous competition, dry rot 
in organization, abuse of family control, etc., etc. I have in 
mind one of the oldest manufacturing companies in Illinois, 
established sixty years ago, with assets and average earnings 
which indicated ample security for the proposed investment. 
An analysis of the earnings, however, showed steadily decreasing 
profits, and, in probing for the cause, the concern was found to 
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be hopelessly permeated with “dry rot.” Its competitors had 
been steadily outstripping it in manufacturing and selling facili- 
ties, and in general energy and enterprise, for years, and its doom 
was sealed. Immediately following the banker’s refusal to pur- 
chase an issue of bonds, the company went into bankruptcy. Yet 
the assets and average earnings of this concern, backed by the 
name of a responsible banking house, would have made a mar- 
ketable and apparently an attractive issue of securities, although 
to have distributed such an issue to innocent investors would 
have been nothing short of a crime. 

It is needless to say that the only case in which it is admissible 
to quote the earnings of a business solely in the form of an aver- 
age is when that average fairly represents not more than the 
actual earning capacity of the business at the time its securities 
are issued. 

The banker who employs an average statement of earnings 
in order to cover up a serious defect in his securities is clearly 
dishonest, but I venture to suggest that he would be very chary 
of employing this particular form of deception were it not for 
the fact that he is able to cover it with the respectability and 
authority of the public accountant’s name. The accountant de- 
livers the audit to the banker, and the banker publishes in his 
prospectus and advertises in the public press that “The books 
have been audited by Messrs. Addit & Chargit, the well known 
firm of public accountants, whose report shows that the average 
annual net earnings for the last five years have been at the rate 
of blank dollars and cents, an amount equal to four times the 
annual interest requirements of this entire issue of securities.” 
The statement is technically true. The investing public accepts 
it, because it is clearly associated with the name of an accounting 
firm in whose integrity and efficiency the public has complete 
faith. Without the use of the accountant’s name, the operation 
of this particular form of fraud would be materially curtailed. 
I admit that the accountant’s position is a difficult one, but it must 
be clear that by his silence and indifference he is participating in 
a deception and is, for the moment, the silent, but still culpable, 
partner of the dishonest banker. 

Another form of abuse, almost equally common, is concealed 
in the phrase, “Net earnings before charging interest.” This form 
of language is so universally met with in the financial circular 
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that the investor has learned to accept it as the usual and proper 
way of expressing the relation between the annual earnings of the 
business and the annual requirements for interest on his invest- 
ment. 

When the securities which the investor is buying are issued for 
the purpose of refunding the bank loans, or commercial paper, 
of the issuing company, the expression is apt and proper, because 
the funds formerly used to pay interest on floating indebtedness 
are now available to pay interest on funded debt, but there are 
many cases in which the proceeds of new securities do not com- 
pletely retire the floating debt, and there are cases where the pro- 
ceeds of new securities are put entirely into new plant or equip- 
ment, and do not at all replace the floating debt. In such cases 
it must be apparent that the funds formerly required for interest 
on floating debt are still required for the same purpose, and must, 
as a matter of practical fact, be deducted from the operating in- 
come before showing the balance available for the protection 
of the investor’s interest. 

Here again the unscrupulous banker can very well say, “The 
books of the company have been audited by Messrs. Addit & 
Chargit, the well known firm of public accountants, and, accord- 
ing to their report, the net earnings, before charging interest, for 
the year ending December 31, 1911, were blank dollars and 
cents.” The investor is entitled to understand from this lan- 
guage that the net earnings reported represent the sum available 
for the protection of his investment. If such is not the case, 
a gross fraud has been perpetrated on the public, and again, the 
accountant, through the power of his name, is unconsciously 
participating in a fraud. 

Less common, but equally misleading, is the covering up of 
depreciation charge in the statement of net earnings, generally 
by ignoring it altogether, but also by quoting the earnings as 
before charging interest and depreciation, and passing the matter 
off in this inconspicuous way. A proper charge for depreciation 
may be vitally necessary for a correct presentation of the earn- 
ings, but the glamour of the accountant’s name is all sufficient, 
and the investor accepts the statement without analysis, and in 
careless good faith. 

Another phrase that frequently covers a multitude of sins is 
to be found in the expression, “Quick Cash Assets, or Working 
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Capital.” This is often the dumping ground for all sorts of 
questionable assets—unmarketable securities, prepaid insurance, 
loans to subsidiary companies, bills receivable from officers and 
stockholders, who are by no means sure pay; even horses and 
wagons, by some strange and subtle reasoning, are sometimes 
included in this item of working capital. 

Then finished inventory comes in for some strange treatment. 
It is figured at selling price, instead of at cost, on the specious 
argument that it is under contract of sale, and with supreme in- 
difference to the fact that contracts may be broken for many 
causes and may end in expensive litigation and claims for dam- 
age. Raw materials are hoisted to the level of an ascending 
market, but are not permitted to follow a descending market be- 
low the point of cost; articles in process of manufacture are in- 
flated with their share of next year’s selling expense, although 
this expense may never be recovered in their final disposal. In 
businesses concerned with articles of a seasonal character, sub- 
ject to the continually changing demands of fashion, or public 
fad, even the cost price of inventory may be entirely too high 
to justify its use in the balance sheet. 

This valuation of inventory is altogether the most important 
and difficult part of the accountant’s work. It is subject to con- 
‘siderable diversity of opinion among accountants themselves. 
It requires not only the correct assembling of items and figures, 
but an honest and painstaking investigation of the facts be- 
hind the figures. When it is borne in mind how vital to a 
correct presentation of earnings, quick assets, and surplus, is 
this matter of correct inventory, it will be seen how readily it 
becomes a subject of abuse by the indifferent, inefficient, or dis- 
honest accountant. In the matter of quick assets, and especially 
in the matter of inventory, the abuse of the audit can come only 
with the connivance, consciously or unconsciously, of the ac- 
countant. The banker, if he bases his statement on the authority 
of the accountant at all, has no means of deceiving the investor 
as to this particular part of the balance sheet, because the tech- 
nical truth and the absolute truth are one and the same thing, 
and no amount of linguistic chicanery can alter it. 

Occasionally the investing public is startled by the unexpected 
collapse of a business that has just been the subject of a favor- 
able audit, publicly announced. In twenty-four hours the value 
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of the shares has disappeared. What, then, has changed the 
flourishing company over night to a bankrupt concern? An in- 
vestigation of the company’s working capital will, in every in- 
stance, reveal the discrepancy—inflated inventory, bad accounts, 
concealed liabilities. The mischief was not accomplished over 
night—it has been in progress for months or years, but through 
the dishonesty or inefficiency of the accountant the true condi- 
tion has not been brought to light. This is an abuse of the audit 
of the very worst character, and by the public accountant himself. 

There are many other, though less serious, forms of abuse 
that must have come under your notice as they have under my 
own, but I think these examples are sufficient to show the serious 
need for reform, and the necessity for concerted action by your 
Association. 

Let us now inquire into the causes that lead to these abuses. 


THE Causes LEADING TO THE ABUSE OF 
THE AUDIT. 


There are three main procuring causes: 


First—The lack of scientific methods of accounting, and the 
lack of uniform principles and expressions of accounting. 

Second—Dishonesty or incompetency of the accountant, and 
especially his indifference towards the abuse of his certifi- 
cate by other parties. 

Third—The inefficiency of the banker and his dishonesty in 
wilfully misinterpreting the audit. 


I believe that accounting is, or should be, a science—not a 
system of ethics but an exact science, amenable to definite laws, 
constructed on definite axioms, and capable, in proper practice, 
of producing definite and exact results. The expert chemist can 
tell us exactly the component ingredients of any substance, and 
to the minutest subdivisions of a grain the exact amount of each 
ingredient. His analysis is not a matter of opinion at all. It is 
an exact scientific conclusion. If you submit the same substance 
to another chemist, the result will be exactly the same. I main- 
tain that accounting should be almost, if not entirely, as exact a 
science as chemistry. I also maintain that it is within your 
power to make it an exact science. You can do this by adopting 
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and putting in practice a system of fundamental principles so 
clearly and exactly defined that they will admit of no material 
latitude in their interpretation, so exactly defined that the opti- 
mism, or the pessimism, or the individual prejudice of the ac- 
countant, will not be brought into the operation at all. The ac- 
countant will then be concerned only with the determination of 
the facts, and not at all with their interpretation. When this is 
accomplished, we poor laymen will then know that working 
capital is working capital, that inventory is just pure inventory, 
without the adulteration of anticipated and doubtful profits, that 
net profit is final profit, and not subject to this, that or the other 
deduction, tangible or intangible. 

You may very well argue that the adoption of any such rigid 
system of principles would involve you in serious differences of 
opinion with your clients, and perhaps serious loss of business to 
yourselves. If you so argue, I would remind you that you are 
today in continual conflict with your clients. I venture to say 
that it is the exception rather than the rule when your audit 
pleases every one concerned. This client thinks you have valued 
the inventory too low, and that one thinks that your reserve for 
depreciation is outrageously high, and still another one flays you 
for revealing some rottenness which he would rather conceai. 
I fully believe that if you can tell these critics that your audit is 
governed by certain fundamental rules, laid down by your own . 
Association, concurred in by every banker, and understood by 
every investor; that you cannot possibly depart from your rules, 
and moreover that they cannot find a reputable accountant in the 
country who will certify other than you are proposing to do; then 
you will get rid of a great many of the annoyances of your busi- 
ness, and the banker, the investor and the business man will 
understand exactly what your certificate means. 

I have before me at this moment an excellent example of the 
confusion that arises in the layman’s mind over the differences 
that exist in accounting methods. The accounts of a large manu- 
facturing corporation have just been audited by two of the most 
prominent firms of public accountants in this country. The audit 
embraces the same assets, the same operations and the same 
periods of time. One firm values the manufactured products on 
hand, not at cost price, but at selling price, less certain reserve for 
expenses incidental to delivery, this on the theory that the 
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product in question is sold under contract to responsible concerns 
at stated prices, and that the profit belongs to the year in which 
the product was manufactured. The other firm values the manu- 
factured product at cost price, on the theory that while the 
product is sold, it is still held in the company’s warehouse at the 
company’s risk, that the company has not received its pay for the 
same, and that it is improper to anticipate the profit before the 
selling price has been actually realized. 

I do not pretend to suggest which of these firms is right and 
which is wrong—it may even be argued that both are right—but 
I do maintain that the American Association of Public Account- 
ants should give a definite ruling on the point, and its members 
should accept that ruling; there is no excuse for accounting meth- 
ods that permit of so wide a latitude, in this case amounting to 
over $12 per ton of product in the profits, working capital and 
surplus of this company. 

Another example of this lack of uniformity in accounting 
methods is to be found in the treatment of bond discount and 
organization expenses. One firm of auditors maintains that the 
discount in question is properly a part of the cost of plants and 
properties acquired by, or produced from, the proceeds of the 
bonds. Another firm asserts, with equal authority, that the dis- 
count is a charge against the future operations of the company, 
and must be written off from earnings over a series of years. 
Even when accountants agree that the discount must be written 
off against earnings, they totally disagree as to the methods of 
so doing, one maintaining it should be written off in equal annual 
installments over the life of the bonds, the other asserting that it 
should be treated as an additional interest charge on the amount 
of bonds outstanding in any year. 

Another subject of interminable dispute among auditors them- 
selves is the question of depreciation on various types of struc- 
tures and equipment. This, in my opinion, is totally inexcusable. 
Ample data are available to enable you to define, almost exactly, 
the probable commercial life of a particular structure or machine. 
Some attempt has already been made to standardize these de- 
preciation ratios, and there is no reason why your Association 
cannot, out of the vast experience of its members, construct a 
table of depreciation values which should be absolutely fair, uni- 
form and satisfactory to all. 
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There are many other items in the audit which are the subject 
of much difference of opinion among auditors, but I have quoted 
you examples enough to show you how really serious is this lack 
of definition and uniformity. When you have promulgated proper 
scientific laws for the guidance of your members and when you 
have adopted uniform means of expressing the result of these 
laws, you will have removed the most potent and common cause 
of the abuse of the audit. You will have removed the practice of 
accounting from the plane of a mere system of varying opinions 
to its proper place as an exact science. You will have taken away 
from the dishonest banker and the dishonest promoter the prin- 
cipal cloak under which they are now able to cover their frauds. 


Tue REMEDIES. 


In dissecting the main causes of the abuse of the audit, I 
have already necessarily suggested the main remedies. I would 
summarize them, however, as follows: 


First—Let this association appoint a committee to investigate 
and report to it as to the feasibility of adopting exact 
and uniform principles and expressions of accounting. 
This committee will collect from the members of the asso- 
ciation all data necessary to create a working basis for 
its findings. It may have to divide assets, businesses and 
operations into many general heads having a common 
function, and it may have to subdivide these classes into 
many subordinate groups, and it will have to study their 
operations with the greatest care in order to find a com- 
mon basis for accounts. The committee will have to at- 
tempt to define a uniform basis for the valuation of in- 
ventory, for the depletion of natural resources, for the 
uniform handling of depreciation and reserves, and it will 
have to define exactly what constitutes working capital 
and under what headings the various items of the balance 
sheet shall be grouped. All of this sounds very much 
more complex than it really is. You already have among 
yourselves all the data necessary to the establishment of 
fundamental rules of auditing; there is no kind of busi- 
ness under the sun that has escaped your experience. 
The information is in your hands and all it needs is care- 
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ful, painstaking work and the hearty co-operation of your 
members. When you have agreed among yourselves on 
these fundamental rules, publish your findings and send 
them to the members of the American Bankers Associa- : 
tion and similar bodies, and ask for their concurrence or 
criticisms. 

Second—When your certificate is misquoted or misinterpreted, 
in public announcements to the investing public, you must, 
at all costs and by all means at your command, correct : i 
the abuse. Your action may have to take the form of a i 
public notice to investors, of a suit in the courts, or even 

, of criminal prosecution for fraud. 

Third—You must be careful to give your certificate in such 
form that it will be the least capable of misinterpretation. 
Hence, wherever your certificate is concerned at all with 
the issuance of securities, it will be well for you to adopt 
a uniform form of certificate, which the investing public 
will learn to know and recognize and honor. 

Fourth—See to it that membership in your association is 
prima facie evidence of efficiency and integrity. Publish a 
list of your members every year and send it to bankers, ‘ 
and other interested parties. Quite recently I had occa- 
sion to ask a prominent firm of public accountants to in- 
quire into the standing of another public accountant whose 
certificate was before me, but whose reputation was un- 
known to me. I received the astonishing reply that little 
was known of the party in question, and that while he was 
recorded as a member of the American Association of 
Public Accountants, that fact in itself meant nothing. 


Other remedies occur to me in the line of federal legislation 
to prevent the abuse of the audit by the promoter in selling secu- 
rities through the mails. My views on the subject are not at all 
well defined, and I can only suggest the matter for your dis- 
cussion. In any event, it is quite certain that if your honorable 
body will, first of all, energetically proceed to remove the causes 
of the abuses of the audit that are within your own doors, you 
will be making a good start in the right direction and you will be 
in a fair way to a proper realization of the importance of your 
function towards the business community. 


253 


4 
4 
t 
PY 


The President’s Address* 


Epwarp L. SUFFERN 


It is always gratifying if at the close of a year of the history 
of any organization it can be declared that the year has wit- 
nessed progress and growth. It is expected that such a declara- 
tion shall be made as an evidence that those to whom the inter- 
ests and welfare of the organization have been committed have 
been faithful to their trusts, although, as in our case, little is due 
to their efforts. 

In order, however, that we may know whether such a claim 
be true or not, it is advisable to determine what would constitute 
progress in our judgment. In many organizations it would be 
mainly, if not altogether, a matter of increasing membership, 
irrespective of qualifications other than the ability to pay dues. 

To us progress presents itself in a different guise. It means 
not only greater number of members but the maintenance of the 
standards of membership—standards based upon such qualifica- 
tions that their possessor becomes entitled not only to our own 
recognition, but, as we believe, to the respect of the public which 
he is to serve. 

In these respects, we may claim that some progress at least has 
been made. We have added considerably to our membership. 
Counting persons only, and not including cumulative member- 
ship, nor those admitted on September 16th, to-day it stands 
at 1,037. Much of this gain comes from the added members of 
our constituent societies, and, as most of these have become such 
members through passing their professional examinations, their 
qualifications have been demonstrated. 

When we come to observe the last aspect of progress which 
we have mentioned, viz., the larger respect and recognition by 
the public, we have, I think, reason for encouragement. Perhaps, 
looking back over the past year only, we may not feel that much 
has been accomplished in this particular regard, but extending 
our observation over a period of, say, five years, we surely can- 
not fail to note the marked change which has occurred in this 
direction. Therefore we feel justified in saying that the past year 
has witnessed an advance. 


* Annual meeting of American Association of Public Accountants, Chicago, September 
17, 1912. 
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All our members are aware that since our last meeting the 
trustees have appointed Mr. A. P. Richardson secretary of the 
association, succeeding Mr. Thomas Cullen Roberts, who for so 
many years served us in this capacity. As is well understood, 
this action was taken in order that the affairs and activities of 
the association should be able to command the exclusive services 
of a secretary. Since his appointment, Mr. Richardson has been 
wholly engaged in the performance of his duties, and his own 
report contains a description of the work he has performed, so 
that it is not necessary for us to speak of it further. We can- 
not, however, forget that this is the first meeting (except one) 
for many years at which our valued friend has not been present 
as our secretary, and we miss him from his accustomed place. 

The report of the committee on federal legislation presents to 
you an account of the work which has been done through it and 
through our secretary, in the efforts put forth to secure an amend- 
ment to the corporation excise tax law, permitting corporations 
to make up their annual reports at such dates as they may select 
for the close of their fiscal years, instead of as of December 31st. 

The value to us of these efforts will not be wholly measured 
by their results in securing this amendment. If it shall be 
secured, it will be a special advantage to many of our clients, 
and of no small benefit to ourselves in effecting a more even 
distribution of our work. If it shall not be secured, we will still 
derive an indirect and intangible benefit which, in my judgment, 
will amply compensate for all the labor expended, for as account- 
ants we have been brought to the attention of a great many 
people, who, as officers of corporations and legislators, may not 
have thought very seriously of us before. 

It should be a cause of much gratification to us that a few of 
our members are doing such fine work on educational lines— 
work, the value of which cannot be fully realized as yet, but 
which will become better appreciated as time goes on and the 
results become demonstrated in the enlarged ability and skill of 
many well trained business men. The purpose underlying most 
of this work is to prepare a man to become an efficient indus- 
trial worker, able to understand the broad economic principles 
which must control all industrial activities and govern their ad- 
ministration and to apply the best methods to the duties he may 
be called on to perform, however inconspicuous and seemingly 
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humble such duties may be. This concept, in my opinion, more 
than that of simply enabling a man to pass a technical exami- 
nation, influences those who are engaged in educational work. 

That so many are giving of their time and best thought toward 
these ends speaks much for their generous purpose; the com- 
mercial spirit seems to have affected but few of them. 

This same breadth of mind manifests itself in more ways than 
in educational work. Many of our members give freely of their 
best towards other forms of advancement. They contribute 
through their writings to many publications; they address gath- 
erings of various kinds, often at no small cost to themselves; 
they participate in the labors of other groups of people in affairs 
of public interest, and this, not for self exploitation, but with 
sincere purpose of helping our profession in general. If this 
same broad-mindedness were common to all our membership this 
association would become a powerful force for good. 

In this connection it may be well to refer to certain manifes- 
tations of feeling which occasionally have been expressed, and 
which take form in the inquiry as to the benefit any individual 
members or any society derives from membership in the associa- 
tion. This is the old question which constantly arises in respect 
of any organization or any phase of effort which is not imme- 
diately compensatory. It would not be alluded to here, except 
for its recurrence. There is no answer that will satisfy those 
who expect a direct quid pro quo, a specific, tangible reward in 
exchange for their payment of dues or their coéperation in any 
form. If anyone holds aloof from participation in all our efforts ; 
cares nothing for what goes on except in so far as he may be 
affected thereby; fails to keep in touch with current affairs as 
they are reported in our official organ—such a one can derive 
little advantage through his membership, because he removes him- 
self out of the sphere of benefit. 

It should and does appeal to many of us, however, that there 
should be an organization which has for its great aims those 
which are recorded in our constitution, and which it upholds and 
develops so far and so fast as its limited resources and machin- 
ery will permit. One reason why some societies may feel that 
there is little contact between them and the association lies in 
the fact that it is exceedingly difficult to improve this contact. 
In some cases it seems quite useless to address communications 
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to the officers of societies; they are wholly ignored; the most 
urgent requests for replies, addressed to the society officers, re- 
main unacknowledged and unanswered. In such circumstances, 
it is no wonder that societies and individual members thereof 
feel that the association is a remote body, with little interest in or 
influence upon them. 

The remedy for this latter difficulty is simple. If each society 
would adopt the recommendation made by the trustees, and select 
some one of its members with whom the secretary of the associa- 
tion might communicate, there would be established much closer 
relations between the two organizations than now exist, pro- 
vided the member so selected should attend to the matter, and 
not only answer our secretary’s letters, but give him all items 
of interest affecting his society for publication in THE JouRNAL. 

Beyond this, however, it seems to me that there should be a 
very strong appeal to any accountant in the thought that through 
being a member of a national organization he is brought in touch 
with his fellows throughout the country, is informed of the con- 
ditions obtaining in the several sections, learns of the peculiar 
problems encountered and their solution, and can join in all 
movements for the common good. 

Under the able supervision of our “Committee on Journal” 
THE JoURNAL oF ACCOUNTANCY has started not only on a new 
lease of life, but on a higher plane of existence. Our secretary 
has acted as editor-in-chief, and the committee has passed upon 
all articles submitted for publication, and in every way codper- 
ated towards the betterment and extension of THE JouRNAL, for 
which the members deserve our thanks. To all intents and pur- 
poses THE JOURNAL is now the property of the association, hav- 
ing been conveyed to us, so far as may be, by the Accountancy 
Publishing Company. It is a question whether or not, owing to 
the character of our incorporation, we can at present assume the 
title to this publication and thereby become chargeable with con- 
ducting a business for profit. Perhaps at this meeting some 
action may be taken towards the removal of our disability. 

During the year ended no new legislation affecting our pro- 
fession has been enacted. Certified public accountant bills were 
introduced in several states but in no instance of which we have 
been advised were such bills passed. As a number of states in 
which attempts have been made heretofore to secure such enact- 


257 


The Journal of Accountancy 


ments hold their biennial sessions next winter, we may expect 
to see some new acts added to those already existing. It still 
appears as if the best interests of accountancy require that legis- 
lation should follow, not precede, the existence of a reasonably 
strong group of accountants in any state. Wherever such a body 
exists or can be brought together, it will quite naturally seek to 
secure better legislation than when a few scattered and unaffili- 
ated men work independently. Experience has shown that laws 
enacted in states where no organization of accountants has ex- 
isted are apt to be defective. Indeed, it may be said that even 
the organizations have not always been able to prevent the de- 
fects. 

This association has become a constituent member of the 
Chamber of Commerce of the United States of America, an 
organization created for the purpose of bringing together all 
civic, industrial, and commercial associations in the country, in 
order that through the consideration of common interests the 
welfare of all may be better promoted. This new departure is 
an illustration of what has been said above—that we are becom- 
ing known and recognized as an organization of representative 
men, doing a special and important work. 

it is to be hoped that our meeting in convention will not be 
simply productive of better acquaintance and enjoyment of the 
opportunities afforded, valuable as these may be, but that it may 
be fruitful in its determination of the lines of our further efforts 
and an encouragement of our endeavors. 


Epwarp L. SuFFEerRN, President. 


New York, September, 1912. 
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Who Can Qualify for Governmental 
Accounting” 


By Geo. E. Frazer, A.B., LL.B. of the Wisconsin State Board 
of Public Affairs. 


Pixley, the English authority, says that accounting comprises 
three different kinds of work,—bookkeeping, auditing and con- 
structive accounting. A similar fundamental distinction must be 
made between governmental bookkeeping performed by clerks in 
public offices and professional auditing and constructive account- 
ing for governmental bodies. Governmental bookkeeping is as 
old as government itself. Certainly our American cities and 
states have had some form of cash record from their very or- 
ganization. And with a record of cash receipts and cash dis- 
bursements there has been from the beginning a more or less 
pro forma auditing of cash disbursements, both to make sure 
that each disbursement was authorized by proper officials under 
law and that it was paid out of the proper fund. 

The great majority of American cities and states has been 
content with the recording of cash transactions and the auditing 
of individual cash disbursements. This work is important, but 
it can scarcely be termed professional accounting. Such book- 
keeping and internal auditing has been performed for many 
years, and is now for the most part performed by clerks in the 
offices of our city and state treasurers, comptrollers and auditors. 
As to the qualifications of these clerks, or even as to the qualifica- 
tions of the elected officers under whom they serve, but little 
need be said. City and state treasurers, comptrollers and audit- 
ors and their.clerks are familiar with practical politics, and have 
had a wide acquaintance with administrative practice under exist- 
ing conditions in their offices, but few of them are familiar with 
accounting principles, and comparatively few are experienced in 
commercial accounting. 

It is only during the past ten years that governmental account- 
ing has assumed professional proportions. During the past ten 


* An address before the annual convention of the American Association of Public Ac- 
countants, Chicago, September 17, 1912. 
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years three kinds of professional governmental accountiag work 
have been developed : 

1. Audits of public bodies and institutions. 

2. Constructive accounting for public bodies and institutions. 

3. The employment of accounting principles in the solution of 

the problems of taxation and in the regulation of busi- 
ness and occupations. 

But few of our city and state treasury offices have ever been 
audited. The same sweeping statement can be made as to the 
offices of our city and state comptrollers and auditors. From 
one viewpoint, city and state revenues may be said to be audited 
from time to time by various boards of review and tax commis- 
sions. But the work of these reviewing bodies is concerned pri- 
marily with the assessment and apportionment of taxes and is 
in no real sense an audit of the accountability of anticipated or 
realized revenues. 

Not infrequently the accounts of some particular department 
or institution are investigated by a committee of the city council 
or state legislature. Such committees are usually intent upon 
some particular line of inquiry, and their investigations seldom 
contemplate complete audits. The growing tendency of investi- 
gating committees is, however, to employ professional account- 
ants to ascertain facts for them. 

The most frequent employment of professional auditors by 
governmental bodies at the present time is in the auditing of the 
transactions of such institutions as state universities and state 
hospitals. Certain state bodies, like the bureau of statistics of 
Massachusetts and the Wisconsin tax commission, are given at 
least limited power by recent statutes to audit the accounts of 
cities and counties. It will be seen that a start has been made 
in the external auditing of the accounts of public bodies. 

Wherever the accounting systems of our cities and states have 
been subjected to an audit, or even to an investigation, the need 
of constructive accounting work has been pointed out. Within 
recent years some public officers have taken advantage of changes 
in administration to introduce reforms badly needed in account- 
ing procedure. Reports by professional auditors pointing out 
specific defects in institutional and departmental accounts have 
led in some cases to a limited amount of constructive accounting 
by elected officers. But for the most part, city and state treas- 
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urers, comptrollers and auditors have been content to follow 
without material change the accounting systems transmitted to 
them by their predecessors. 

Constructive accounting work for cities has been made a duty 
of specified state officials in certain states. In Massachusetts 
the bureau of statistics is engaged in installing uniform account- 
ing systems for cities; in Wisconsin similar duties devolve by 
law on the state tax commission. In Indiana and Ohio special 
state accounting departments have been created for this work. 
These state bodies are in an advantageous position for such work, 
inasmuch as their permanency makes it possible effectively to 
follow up installation. These bodies are at the serious disad- 
vantage, however, of limited appropriations under political or- 
ganization, a condition which practically renders it impossible for 
them to employ sufficient expert assistance properly to carry out 
‘the work. 

Constructive accounting work for cities may be said to have 
had its first real impetus in the organization of the New York 
Bureau of Municipal Research in 1906. This bureau is pri- 
vately supported, and has had to work for better city accounting 
from without the city administration. The bureau early demon- 
strated the importance of adequate city accounting. Its success 
has led to similar private bureaus in Chicago, Memphis, St. Louis 
and Cincinnati. 

These private bureaus have lacked official power, but in many 
instances they have secured co-operation, for many city officials 
have been glad to aid their work to the extent at least of throw- 
ing their offices open to inspection and study. Privately sup- 
ported experts have co-operated with city officials in construc- 
tive accounting work in this way in New York, St. Louis and 
Philadelphia. The New York bureau is now conducting a train- 
ing school where men are trained so that they may be sent out to 
assist in such work. 

The work of the New York bureau and of the other pri- 
vately supported bureaus has had a great educational influence 
in awakening public officers in many places to the need of con- 
structive accounting work. As a result, some city and state 
departments and institutions have employed private accountants 
to design systems of accounts and of accounting procedure for 
their use. For example, a prominent San Francisco firm bas 
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recently installed accounting systems in the offices of the Cali- 
fornia State Highway Commission, and the California Board of 
Equalization. 

In the last two years official bureaus have been established 
having constructive accounting work as one of their chief pur- 
poses. The first of these official bureaus was the Milwaukee 
Bureau of Economy and Efficiency, which was established as a 
department of the city of Milwaukee. Under the direction of 
Professor John R. Commons and Dr. B. M. Rastall, several 
important pieces of constructive accounting work were under- 
taken. The Milwaukee bureau was legislated out of existence 
after a change in administration. Several pieces of constructive 
accounting work were, however, completed and installed during © 
the short life of the bureau, the most important being a complete 
accounting system for the Milwaukee water works, designed by 
John B. Tanner, C. P. A. The Wisconsin State Board of Public 
Affairs was created by the 1911 Wisconsin legislature, with Dr. 
B. M. Rastall as its first director. At the present time the ac- 
counting director of the board and the accounting staff are 
engaged in the designing of a complete accounting system for the 
state, and in the preparation of a state budget. An auditing 
staff, under the direction of M. Cerf, is engaged in auditing the 
accounts of the state university, of the normal schools and of 
the ten institutions under the state board of control. At Wash- 
ington, President Taft’s Commission on Economy and Efficiency, 
under the direction of Dr. F. A. Cleveland, is engaged in the 
preparation of a national budget and in constructive accounting 
work of great magnitude. 

The growing recognition of the necessity for a solution of the 
problems of taxation and the regulation of business has opened, 
within recent years, a new field for the wide employment of ac- 
counting principles. The regulation of the rates of railroads and 
other public utilities by state and city commissions has developed 
a promising field for accountants, for the state and city as well 
as the utility companies have need of financial statements which 
only those who have had accounting training are competent to 
prepare. The regulation of banks has given further employment 
to the accounting profession. Recent innovations in American 
taxation, such as the inheritance tax and the income tax, have 
also presented real accounting problems. 
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The significant thing about governmental accounting that 
should be clearly recognized by the members of this association 
is that it is in its infancy. At the present time auditing and 
constructive accounting work is a crying need of the depart- 
ments and institutions of forty-eight states and of thousands of 
cities and counties. The accounting work needed by American 
cities alone is so great that it could not be done within the next 
five years, if every professional accountant in the United States 
devoted his entire time to the task. 

This governmental accounting work will be done. Represen- 
tative citizens have awakened to its necessity in every political 
center. But whether or not it will be done by professional ac- 
countants is another matter. Much of the governmental account- 
ing work now under way is in the hands of men who are not 
professional accountants. Men trained as political economists 
and as political scientists have been the pioneers of this work. 
They have gathered staffs about them comprising men of various 
kinds of training. Students in political economy, political science 
and sociology have started out to make investigations of city and 
state administrations and have been compelled to do constructive 
governmental accounting in order to complete their work. 

Because many of the men now engaged in governmental ac- 
counting work are not accountants, it is not fair to assume that 
they are inefficient. Governmental accounting is a pioneer field, 
and although accountants could not be found especially trained 
for it, the work has benefited through the diverse kinds of train- 
ing brought to the work by different men. 

But governmental accounting is rapidly passing the pioneer 
stage. It is safe to say that the time is approaching when a 
decided preference will be given to those who are especially 
trained to do this work. The question:—Who can qualify for 
governmental accounting ?—is pertinent and timely to the account- 
ing profession. Adequately to answer the question it will be 
necessary to note briefly the defects in the present accounting of 
our cities and states and the nature of the remedies suggested 
for these defects ; in short, it will be necessary to arrive at a con- 
ception of the problem and purposes of governmental accounting. 

No branch of accounting presents problems of greater mag- 
nitude than does governmental accounting. The business of a 
large city or of a state compares favorably with even the largest 
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industrial corporation in volume of transactions, and far exceeds 
them in breadth of subject matter and in far-reaching effects, 
both upon the individual citizen and upon society. 

The volume of transactions of the modern city or state is alone 
sufficient to command respect. The citizens of the state of Wis- 
consin, for example, invest over ten millions of dollars year after 
year in their state government. It goes without saying that few 
of the world’s largest private corporations have annual capital 
receipts of ten millions a year. And the state of Wisconsin is 
a small governmental enterprise from a financial standpoint 
when compared with some of the great metropolitan centers like 
New York or Chicago, or with the national government. 

The significant thing about governmental accounting is not, 
however, the great volume of financial transactions of a city or 
state. The significant thing is the breadth of the subject matter 
of the transactions. In the first place, a city or state may, and 
often does, engage in commercial enterprise. Even a small city 
or village will build and repair its own highways and may op- 
erate its own water works. The state will own and operate 
farms, quarries and factories in connection with its charitable 
and corrective institutions. In addition to widely different activi- 
ties analogous to those of commercial enterprises, the city and 
the state undertake such broad and highly important duties as the 
protection of life and property, health conservation, sanitation, 
regulation of business and occupations, charities, correc- 
tions, development and experimentation, education, general en- 
lightenment, recreation, and the enactment and enforcement of 
law. 

The transactions of a private enterprise have in common the 
fact that they result in commercial profit or commercial loss to 
the enterprise. The transactions of a city or state have no such 
common measure. Adequate protection of life and property can- 
not be expressed in terms of profit or loss, nor can the efficient 
regulation of business and occupation and other commonwealth 
functions of government. The owner of a department store may 
compare the profit from department A with the profit from de- 
partment B, but there is no basis of comparison between expendi- 
tures for a state university and expenditures for a state board of 
health. The ultimate purpose of all accounting is to express re- 
sults. The problem of governmental accounting is especially 
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difficult because of the far-reaching purposes and effects of gov- 
ernmental transactions. 

It may be said, without fear of serious dispute, that there is 
no more important branch of accounting than governmental ac- 
counting. With equal emphasis it may be said that the account- 
ing systems of no class of enterprises are in more chaotic condi- 
tion at the present time than the accounting systems of our cities 
and states. Almost without exception, the accounts of our cities 
and states are confined to records of cash receipts and cash dis- 
bursements. The accounts kept by American cities and states, 
with monotonous uniformity, reflect decentralized accounting pro- 
cedure and inadequate auditing control. It is not surprising that 
the financial reports issued by our cities and states contain a 
mass of figures unintelligible to the average citizen, and even to 
the professional accountant. And it is the exceptional city or 
state whose chief bookkeeper is able to interpret each of the 
bizarre accounts that he keeps. 

The defects in present city and state accounting systems are 
fundamental defects. The systems are incomplete and unscien- 
tific. No degree of honesty in administration can secure efficient 
results from incomplete and unscientific accounting systems. 

The very basis of present city and state accounting is wrong. 
Accounts of cash receipts and disbursements enable public officers 
to charge the expenses of one period to succeeding periods by 
the simple device of holding vouchers payable from one period 
to another. Furthermore, cash disbursements accounts, however 
detailed, do not show costs, nor can they be made to show costs; 
and cost figures are of the greatest importance as the basis for 
administrative efficiency. 

For the most part, the present city and state accounting sys- 
tems do not show assets and liabilities. The absence of fixed 
asset accounts makes it practically impossible to provide for 
depreciation reserves. The only current asset which is recorded 
is cash. There is little protection, in the prevailing lax methods, 
in the purchasing and storing of millions of dollars’ worth of 
materials and supplies. 

Present city and state accounting systems do not show cur- 
rent liabilities, and the records kept of fixed debt are meager 
and unsatisfactory. It is self-evident that accounting records 
which do not recognize the expenditure of state credit must 
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necessarily fall far short of recording and reporting the true facts 
of the administration of public affairs. 

Not only are the accounts kept by our cities and states inade- 
quate, but the entire accounting procedure in most of our cities 
and states is decentralized. Every public office in the same city 
or state has practically independent records. Cash accounts are 
usually kept in the office of the treasurer of the city or state. 
Fund accounts are kept by the city comptroller and the state 
auditor. Scattering cost accounts are kept in various city and 
state administrative departments. Certain institutions, such as 
state universities, prisons and hospitals, have separate institutional 
accounting systems. These various accounting systems are gen- 
erally unrelated ; and in most cases the accounts of various bodies 
and institutions cannot be reconciled with the accounts of the 
central accounting system of the city or state. 

Decentralized accounting procedure is accompanied in most 
cities and states by inadequate audits, both of revenues and of 
expenditures. The auditing of expenditures is confined, for the 
most part, to the determination by an auditing officer as to 
whether or not there is any legal authority for the expenditure. 
Few public auditing officials think of questioning the quality, 
quantity, price or necessity of materials and supplies purchased 
or the utility of the service which is being paid for. 

Little comment need be made upon the general defects of the 
official city and state financial reports. These reports reflect the 
present accounting systems, and are, therefore, incomplete and 
misleading. In some cases the published reports are improve- 
ments upon the accounting systems, for many public officials at 
report time supplement their office records from their personal 
knowledge of public affairs. 

The defects of the present accounting systems have not been 
over-stated. These defects are not merely a matter for technical 
criticism by professional accountants. Good government de- 
mands good accounting. 

Our city and state accounting systems should embody the 
principles developed in commercial accounting. Every city and 
state should have complete financial records reflecting assets, lia- 
bilities, revenues and expenditures. Operation and maintenance 
expenditures should be so classified that the cost of carrying on 
each internal function of each department, board, commission 
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or institution is shown. Governmental enterprises analogous to 
commercial enterprises, such as a city-owned water works, should 
have a complete system of commercial accounts showing profit or 
loss. 

In addition to financial records of assets, liabilities, revenues 
and expenditures, each city and state needs a separate series of 
funding accounts and records. These accounts should record 
estimates of revenues and predetermined maximum expenditures, 
and regularly and currently the records of financial facts just 
mentioned should be applied to these accounts, so that they will 
show to what extent estimated revenues have been realized, and 
to what extent maximum appropriations have been approached. 
Such a funding system is as much needed for administrative and 
legislative control over departmental policies, as asset, liability, 
revenue and expenditure records are needed for efficient depart- 
mental administration. 

In addition to financial records and funding records, each city 
and state should publish cost reports quarterly, or even monthly, 
for each of its activities. These reports should show the cost 
of carrying on each activity for the period of the report and 
such costs should be accompanied with non-technical statistics 
as to actual accomplishment under each activity during the 
period under review. Such cost reports are needed by public 
officials as guides to efficient administration. Such information 
must be placed in the possession of the public, if citizens are to 
judge intelligently the records made by public officers. As was 
said by J. B. Tanner, C. P. A., in a recently published interview : 

“The worth of any activity of government must be determined 
by an appraisal of the value of such service to the public good 
compared with the cost of such service.” 

The remedy proposed for present deplorable conditions in city 
and state accounting may be stated as the application of the 
principles developed in commercial accounting to city and state 
accounting. Accounting principles are universal in their char- 
acter, and principles found to be sound in commercial account- 
ing will be found to be sound in governmental accounting. While 
recognizing that governmental accounting rests upon the same 
basic principles as commercial accounting, it is important to note 
that the purpose of governmental accounting is much broader 
than the purpose of commercial accounting. 
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It is the purpose of commercial accounting to reflect the oper- 
ations of the commercial enterprise in terms of profit and loss. 
It, therefore, reflects economic conditions under which the enter- 
prise operates. The efficiency of the personnel, the efficiency of 
the business procedure adopted and the desirability of the form 
of legal organization under which the business is organized are 
all shown in terms of profit and loss. Furthermore, the sound- 
ness of business policies is reflected by commercial accounting in 
terms of profit and loss. 

It is apparent that governmental activities should be adminis- 
tered upon a social welfare and economic welfare basis. The 
results of such administration, therefore, cannot be presented for 
analysis in terms of profit and loss. Although state accounting 
cannot and should not present the results of governmental activi- 
ties in terms of profit and loss, it can and should show: 


(1) The accountability of state officers as to: 
(a) Honesty in collection of revenues 
(b) Collection of revenues in conformity to law 
(c) Efficiency of plans for raising state revenue 
(2) The accountability of state officers in reference to: 
(a) Honesty of expenditures 
(b) Expenditures in conformity to law 
(c) Efficiency in expenditures (by activity costs) 
(3) Accountability of state officers as to: 
(a) Care and custody of assets 
(b) Proper use of assets 
(c) Proper maintenance of assets 
(4) Accountability of state officers as to liabilities 
(5) Accountability of state officers for the funds available 
for each activity 
(6) The efficiency of personnel under present organization 
(7) Efficiency of administrative practice 
(8) Efficiency of legal form under which the activities are 
organized 
(9) The scope of present conceptions as to the functions of 
state government 
(10) The extent of the response of state government to social 
and economic needs. 


This bare outline of the purposes of governmental accounting 
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is sufficient to show that governmental accounting is concerned 
with more than the simple recording of financial facts. The 
financial facts recorded must be arranged as a basis for the study 
of problems of administrative law, and of economic and social 
welfare. 

Accounting is the economic interpretation of mathematical 
propositions. This definition holds good both in governmental 
and in commercial accounting. The same accounting technique 
must be used in designing an accounting system for a city or for 
a state as for a factory or for a bank. The same principles of 
auditing practice are applicable in reviewing the transactions of a 
“governmental body as are applicable in reviewing the transactions 
of a wholesale concern. 

Governmental accounting is work for the professional ac- 
countant. The placing of city and state accounting on the accrual 
basis requires a knowledge of accounting principles and experi- 
ence in their application that the man whose training has been 
confined to political economy or law cannot be expected to have. 
The setting up of asset and liability accounts for the first time 
for our cities and states, the establishment of centralized account- 
ing procedure through classifications of accounts and the intro- 
duction of proper auditing safeguards for stores, materials and 
labor, as well as for cash, are intricate accounting problems abso- 
lutely requiring accounting training, accounting skill and ac- 
counting experience in their successful solution. 

While it is true that governmental accounting is work for 
professional accountants, it is equally true that the professional 
accountant whose training and experience is limited to commer- 
cial accounting is not qualified for governmental accounting. 
The commercial accountant who would undertake governmental 
accounting must add to his commercial training extended study 
of political economy, of political science, of statistical science 
and of administrative law. The commercial accountant cannot 
hope to grapple with the problems of governmental funding and 
budgetary practice without a thorough knowledge of adminis- 
trative law. Public finance and budget work also require the 
constant use of statistical science. The problems of centralized 
accounting and auditing and of efficiency in administrative per- 
sonnel are not to be solved without a knowledge of the funda- 
mental principles of political science. An adequate presentation 
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to the public of financial facts with respect to public finance, tax- 
ation, or the regulation of business, cannot be made by the ac- 
countant who is without those conceptions that come only 
through continuous research in the science of political economy, 
and the preparation of reports reflecting the charitable, corrective 
and conservative activities of the city and state requires an under- 
standing and appreciation of the principles of social science and 
social service. 

The qualifications outlined for governmental accounting are 
high qualifications not easily to be attained. But the experience 
of governmental accounting to the present time, brief as the 
period of activity in this field has been, is amply sufficient to 
show that the workers must possess these qualifications if their 
work is to be permanently successful. On the one hand com- 
mercial accountants have attempted to install commercial practice 
in governmental work without altering the commercial features, 
and their work in a large measure has failed. On the other hand 
political scientists, economists and sociologists have sought ad- 
ministrative reform by means of legislation and statistical re- 
ports, and to a large degree they have failed. Wherever per- 
manent success has been attained in governmental accounting, 
the principles of accounting have been wedded to economic, social 
and political interpretation. 

Is it worth while for the practising accountant, the junior 
accountant or the student in accounting, to prepare for govern- 
mental accounting work? The answer is obvious. The field is 
large, the need of the work is urgent, the work itself calls for 
high devotion to professional ideals and to the ideals of good 
citizenship, and the field is permanent. It may be well to repeat 
the statement that there are not enough public accountants in the 
United States to-day to do the constructive accounting, or even 
the auditing for the cities and states that need such work here 
and now. And side by side with constructive accounting and 
auditing there is the illimitable field of consulting accounting 
work in the solution of the increasingly complex problems of 
modern government. City and state tax commissions need ac- 
countants in the ever present problem of equitable assessment 
and apportionment of taxes. City and state utility commissions 
need accountants in the regulation of rates. City and state civil 
service commissions need accountants in the determination of 
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administrative efficiency. The budget in its essence is a problem 
of governmental accounting. What has been said as to the needs 
of the city and state applies also to the national government. The 
national government adds to the list the tariff, for the tariff in 
many of its aspects is a problem of governmental accounting. 
And if the trust problem ever is solved it will be solved by regu- 
lation, a solution in which the governmental accountant will play 
a most important part. 

Governmental accounting is no longer a theory of economists 
or a dream of social workers; it is a reality enjoying the enthu- 
siastic support of earnest citizens in many cities and in many 
states. The work has come to stay. Men will be found to do it. 
The professional accountant is the man who should qualify to 
do the work, for he has the basic accounting training that is ab- 
solutely essential. Either the commercial accountant must pre- 
pare himself to do the work, or else the lawyer and the economist 
and the statistician will add some knowledge of accounting to 
their own special training and the work will go on outside the 
accounting profession. But governmental accounting ts account- 
ing and it will be unfortunate, both for the work and for the 
workers, if the commercial accountants do not broaden their 
training so that they can make governmental accounting an in- 
alienable part of the accounting profession. 


Federal Control of Corporations* 


By Rosert H. Montcomery, C. P. A. 


As federal control, if suddenly extended, would, under present 
conditions, mean control of the efficient by the inefficient, pro- 
fessional accountants cannot be expected to favor such an eco- 
nomic waste and for this reason are warranted in opposing undue 
and indiscriminate extension of federal power. The demand 
for control, or regulation at least, is, however, insistent and 
arises apparently from a majority of voters, irrespective of party. 
It is therefore not enough merely to record a protest, but it is 
necessary to study the demand and to make a diligent attempt 
to influence legislation to the end that future laws may be better 
laws and future administration better administration. 

The record of federal bureaus and representatives charged 
with the regulation or control of business has not been of a 
character to furnish in itself a strong argument in favor of giv- 
ing them wider scope, or at least it emphasizes the necessity of 
making haste slowly. If the enormously expensive federal forces 
have not efficiently performed the small tasks heretofore en- 
trusted to them, would it not be the height of folly seriously to 
consider a vast increase of their responsibilities unless under 
changed conditions? The threat of such increased interference 
is a popular political catch word, but “overnight” popular de- 
mands translated into legislation are sometimes expensive and 
disappointing. 

For instance, a few days ago the leader of a political party 
said: 

“We propose to create an administrative 
commission which shall superintend big busi- 
ness in thorough-going fashion and stop every 
species of wrong-doing.” 


Accountants are essentially practical men, and before ad- 
mitting that such comprehensive benefits will be derived from 
that form of procedure, will insist upon analyzing the conditions 


* A paper presented at the annual meeting of the American Association of Public Ac- 
countants, Chicago, September 18, 1912. 
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to determine whether the promises are not illusory. If specious 
promises are being made by demagogues to deceive the people, 
it is the duty of those who see the fallacies in the reasoning and 
the flaws in the promises to point them out. 

During the last ten years those at the head of the federal 
administrations have had practical control over thousands of 
corporations with hundreds of millions of dollars of assets and 
it was far more important to the welfare of the country that . 
such control should be efficiently carried out, and that the great- 
est good might be done to the greatest number, than it was to 
start spectacular suits to dissolve the oil or tobacco trust. The 
specific and practical control to which I refer is the administra- 
tion of bankrupt estates which are confided to appointees of the 
federal judges, who in turn are appointed by and are responsible 
to the President of the United States. 

For many years there has existed a magnificent opportunity 
for public service in the efficient administration of the federal 
bankruptcy law. Vast corporations have become bankrupt and 
the problems incident to their management have involved prices 
and profits, as well as labor conditions. These estates have been 
managed or controlled by the same sort of men that would 
be appointed to the offices and commissions which it is now pro- 
posed to create. A more inefficient and wasteful control was 
never conceived. 

The methods in force in government administration generally 
do not make for that high standard of efficiency in organization 
and management, without which business concerns are fore- 
doomed to failure. President Taft’s commission on efficiency 
in its report on various bureaus and departments says that sav- 
ings amounting to many millions can be effected by cutting out 
obvious waste only. 

The statutes initiated by these federal departments are clumsy 
and impracticable in the extreme. Their haphazard inefficiency 
is well illustrated in the corporation tax law which was so 
unskillfully drawn that no attempt has ever been made logic- 
ally to enforce it. It is being administered under a so-called 
“interpretation” which perhaps is justified because it is work- 
able—which the law is not. One amusing result of this is that 
when litigation arises under the regulations made by the Treas- 
ury department in its interpretation of the tax law, and the 
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court refers to the law, the regulations are found to have no 
force whatever. 

In view of such specific instances as these of governmental 
incompetency to regulate business affairs, would it not be fool- 
ish to jump blindly into a sea of regulation and control more 
extensive in scope than all the other activities of the govern- 
ment put together? 

Our government is a government not of men but of laws. 
But administrative control is control by men—office holders— 
not the best men, the most efficient managers, but the men whose 
political affiliations enable them to get the positions. 

If there is to be fixing of prices and fixing of a minimum 
wage the supervision must extend to the entire industry, and 
if one thousand corporations are engaged therein the entire one 
thousand must be regulated—not merely one or two or three 
which happen to be large or, in the opinion of the regulators, 
bad. 

It is now proposed to guarantee prosperity by regulating 
monopoly and to make an equitable division of profits. The 
investigators of the United States Steel Corporation show that 
that corporation has averaged between 11 and 12 per cent per 
annum of profit on the actual value of its assets—much less of 
course on its capitalization. But there are corporations which 
are not in the public eye that make several hundred per cent 
per annum. The Stanley committee charges that labor condi- 
tions at the Steel Corporation plants are bad, though it admits 
that they are worse at the independent plants. Can we have 
laws or commissions which will have the power equitably to 
divide prosperity, and the further power to discriminate as to 
which corporations shall be controlled and which shall not? 
The wide scope of such control does not seem to be realized 
by its advocates. 

How does such governmental meddling affect us as account- 
ants? 

Foolish laws, and more foolish laws, relating to taxation 
and regulation will not diminish the income of the professional 
accountant ; on the contrary, the more involved and unscientific 
the law the more our profession will benefit financially. Before 
the corporation tax law was passed representative account- 
ants suggested alterations which would have saved the govern- 
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ment an immense amount of trouble and the corporations mil- 
lions of dollars of useless expense. A few practitioners of 
narrow vision criticised such action on the ground that the sug- 
gestions, if adopted, would eliminate an immense amount of 
accountancy work. Fortunately accountants of that type form a 
very small minority. The vast advance in accountancy in recent 
years has been along constructive lines and the present-day ac- 
countant no longer looks upon himself as one not warranted in 
rendering service except as an accessory after the act. He has 
demonstrated his value as a constructive advisor. He tells busi- 
ness men what to do, and business men have learned to trust 
his judgment. 

The accountant is in a peculiarly good position to gauge the 
probable effect of government control. On the one hand he has 
had intimate dealings for years with official regulation and tax- 
ation. He knows its imperfections and its limitations. On the 
other hand he understands modern business organizations better 
than any one else, and he knows the possibilities and probabilities 
of outside or official control thereof. 

The proposals referred to so far amount to taxation without 
representation. The corporations have built up the country, 
they are owned very largely by the “small” investor and now 
they are to be regulated and controlled and are to have no say 
as to the form the control shall assume. 

In past years a few very prominent corporations contributed 
largely to both political parties, and no doubt reaped some bene- 
fit, but no governmental favors were extended to corporations as 
a class and it is not fair that the sins of a few should be visited 
upon the many. 

At this juncture the accountant offers his services to point 
out the desirability of passing workable laws, or none at all, of 
adopting as a principle the equitable provision that the corpora- 
tions to be controlled and regulated may have some “say” as 
to the form in which that supervision shall be carried out, in 
order that the wholly unnecessary annoyances and expenses of 
other laws may be avoided. Corporations are willing to pay 
their full share of the cost of government but they properly 
protest against crude laws and lack of consideration in their 
execution. 
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Is THERE A GENUINE DEMAND FOR CONTROL? 


It may be asked, in view of the difficulties surrounding the 
subject, whether or not there is a demand for control strong 
enough to warrant considering it seriously. If it were solely a 
vote-catching campaign proposition it would hardly be worth 
while to consider it seriously, but the movement had great 
strength long before the present presidential campaign opened. 
Many months ago the National Civic Federation compiled the 
opinions of sixteen thousand representative Americans on the 
regulation of corporations. There were frank expressions from 
labor leaders, editors, lawyers and in fact all trades and pro- 
fessions, but most of the opinions were from corporation repre- 
sentatives. 

There is a decided leaning toward more control, arising, I 
think, out of the very definite belief that combinations of capital 
will continue, that any attempt to enforce compulsory competi- 
tion will be unsuccessful, and that the Sherman anti-trust act 
is doomed. Out of this arises the feeling that there must be 
some substitute for the Sherman act which will permit “big 
business” to grow bigger so long as it can be curbed if it shows 
a disposition to be bad. 

Combinations to prevent waste and promote economy have 
characterized the American people ever since the union of the 
thirteen colonies for mutual protection. This tendency has 
grown throughout every branch of human activity. Religious 
leaders are endeavoring to get closer together, and it was re- 
cently shown that there is even a combination to control vice. 
Working men organize great unions, and big banks buy up the 
small banks daily. 

There is widespread agitation, but the so-called clamor of the 
people is not against big business; it is against the evils of big 
business. To a very large extent, big business is willing to be 
controlled, therefore a long prosperous period is in sight if we 
will meet the demand of one and the consent of the other side. 


Can CoMPpETITION BE Mape CoMPuLsory ? 


As interpreted by the Supreme Court, the Sherman anti- 
trust act means, as to interstate commerce, that any combina- 
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tion in restraint of trade, with the purpose of controlling prices 
and stifling competition, is unlawful. 

The rigid enforcement of this law at any time since its passage 
in 1890 would have meant disaster to this country, and no one, 
even Attorney General Wickersham, proposes to enforce it 
rigidly. It is not popular, however, in America to delegate to a 
bureau or department of the government full power to inflict 
punishment on a few out of a great many law-breakers. The 
enforcement of the law so far has not been satisfactory. It is 
claimed that it has been of great advantage to the oil and to- 
bacco trusts to be disintegrated. I do not believe it. If there 
is any more business now than before they would have benefited 
by it just the same. If prices to the consumers have gone up, 
so have the prices of nearly everything else. If the prices of 
the “busted” trust stocks have gone up on the exchanges, so 
have the prices of certain other stocks. The men who controlled 
these corporations did not wish to dissolve them and it cannot 
be contended that economies have resulted from the multiplica- 
tion of organizations. 

But be that as it may, it is claimed that independent com- 
petitors are worse off than they were before, and the people at 
large have not benefited. 

The public does not always gain from competition, whether 
compulsory or voluntary. Where competition is keenest, prices 
to the consumer are apt to be highest, as all sales costs (such as 
advertising) are enormously increased by competition. The 
cost of selling an automobile, for instance, exceeds 25 per cent 
of the total receipts of the business, or at least $60,000,000 per 
annum. 

Government officials seem to believe that competition, no mat- 
ter how destructive it is, protects the people from monopoly. On 
the contrary, the man who sells at too low a price goes to the 
wall and his successful competitor, who may have been losing 
money while competition was fiercest, then raises his prices and 
gets back all his losses and much more. It is positively immoral 
to sell below cost wherever creditors are a factor. And selling 
below cost usually means that large selling and other expenses 
of distribution are the factors which result in making the total 
cost exceed the total revenue. 

Those who advocate compulsory competition overlook the 
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strength of the movement for permissible concentration, which 
is supported by wage-payers and wage-earners alike. The Sher- 
man act has so few friends and is so unworthy of having friends 
that something else is bound to take its place. Regulated com- 
binations have existed long enough in other countries to make 
the results of their experience worthy of our careful considera- 
tion. 

To permit combination is to permit the elimination of waste- 
ful costs, excessive selling expenses such as advertising, duplica- 
tion of traveling salesmen, unwise credit risks, unnecessary ad- 
ministrative and clerical organizations, and many others of like 
nature. 

These excessive costs rarely benefit the classes of people who 
suffer most from the growing costs of living. On the contrary, 
the grossly extravagant cost of competition is paid for by those 
who can least afford it. 

The savings of combination are sure if the combination is 
properly effected, but the problem which immediately presents 
itself is whether the savings will be applied to increase wages or 
to lower the price of the product. 

The wage-earner and the consumer are willing that capital 
shall have its share of such economies, but are very properly 
interested in the division, particularly if corporations are to 
receive legal sanction to combine. A publicly-bestowed fran- 
chise, for instance, must carry some obligation to the public, or 
the rights of the people are invaded. 


Tue Evits or MoNopo.ies 


The fear of monopoly is not of recent origin. It is nearly as 
old as the race itself. The Sherman act is an expression of this 
fear in the form of crude legislation. We are told that as a 
corrective or deterrent, the Sherman act has been a failure, and, 
while the sentiment to repeal it or amend it is almost unanimous, 
it will not be repealed nor materially amended until the fear 
of monopoly again finds expression in other (and we hope better) 
laws. 

For campaign purposes the evils of monopolies, actual or po- 
tential, are described as synonymous with the evils of large com- 
binations, and the fear is expressed that “big business” will get 
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bigger and more evil. Here is a summary which includes the 
evils most feared: 


1. Control of sources of raw materials. 

2. Control of many patents. 

3. Concentration of power in a few hands and the exercise 
of power by those whose control is hidden. 

4. Power to compel lower prices from producers and higher 
prices to consumers by cutting out both competitive 
markets. 

5. Selling goods at certain places at less than cost until local 
competition is ruined, and reimbursing the resulting 
losses from non-competitive territory. 

6. Refusing to sell goods to those who will not maintain 
prices, or who will not agree to handle sellers’ goods ex- 
clusively. 

7. Ability to secure privileges from states which compete 
with each other to make corporation laws lax for the 
sole purpose of producing revenue to the state and to 
local lawyers. 

8. Over-capitalization and attempts to earn dividends 
thereon. 

g. Inadequate protection of minority interests. 

10. Manipulation of stocks and securities. 

11. Check of production and improvements when monopoly 
is assured. 

12. Substitution of adulterated or inferior goods after com- 
petition is removed. 

13. Ability to secure special favors from state and national 
legislatures, such as unnecessary tariff protection, etc. 

14. Temptation to promoters to profit by the exploitation of 
combinations, and to corporation owners to whom are 
paid excessive or fancy prices for their plants. 


These evils, however, can by no means be charged alone to 
corporations. The governors of several southern states recently 
attempted to form a monopoly of all the cotton grown within 
their states. If successful, this combination would have borne 
very heavily on the poor, who are the largest users of cotton 


goods. 


The foregoing list is by no means complete, yet if a small part 
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only of this monopolistic power continues to be exercised, or in- 
creases, nothing can stop drastic measures to reduce the privileges 
of powerful combinations of capital. 

If corporations or combinations of corporations would be 
“good,” that is, if they would fix reasonable prices, maintain and 
improve quality, produce enough for all, maintain or increase 
wages, and assist rather than destroy competition, we would not 
have to discuss interference by outsiders. 

On the other hand, if we could create an administrative board 
big enough and wise enough and powerful enough to force the 
bad corporations to be good, I for one would be willing to in- 
dorse such interference. 

The advantages of good combinations are real, as has been 
demonstrated by an analysis of the wastes of competition and 
the evils of bad combinations. From the abuse of a thing, how- 
ever, no argument can be drawn against its utility. 

We should not permit the example of a few bad corporations 
to influence us any more than we allow ourselves to be influenced 
by the other disappointments of life. 

Incompetent and dishonest bankers have wrecked big banks 
and brought ruin and despair to tens of thousands; but most 
bankers are honest, and we must have banks, and banking con- 
ditions are constantly improving. 

Incompetent and dishonest business men have wrecked big 
corporations and carried disaster to stockholders; but big corpo- 
rations have come to stay. 

Incompetent and dishonest lawyers have written and enacted 
unworkable laws and have encouraged fraud; but lawyers are 
still necessary. 

Incompetent and dishonest government officials have permitted 
or encouraged the waste of hundreds of millions of dollars, and 
have enriched themselves and their friends at the expense of the 
public ; but we still require an office-holding class. 

Incompetent and dishonest auditors have attempted to per- 
form work beyond their powers and have certified to results 
which they must have known to be false and have thus dis- 
credited their profession ; but the capable and honest professional 
auditor is to-day the most useful aid to big business and honest 
business and to those interested therein, whether as managers 
or owners. 
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ADVANTAGES OF COMBINATIONS 


It is not necessary to enlarge on the advantages of concen- 
tration of capital and energy. An enumeration of the disad- 
vantages has been made, and the converse is obvious. Sum- 
marized, the advantages are: 


Economies in production. 

Economies in distribution and convenience to buyers. 
Economies in use of by-products. 

Steadier employment of labor. 

Higher wages. 

Development of export trade. 

Command of expert ability in all departments. 

Steady market. 

Standardization of product, and improvement of quality. 


In the face of these unquestioned advantages, we must reap 
the benefits and escape the evils of combinations, or we shall in- 
evitably lose our commercial prestige among the nations of the 
earth. 

Properly managed, combinations make for economy and better 
eonditions for wage-earner and consumer. 

Combinations must be permitted in order to preserve our 
greatest business asset—individual initiative and individual en- 
terprise. If regulated as is proposed, viz., that conditions must 
be so shaped that all business shall prosper, wherein is the in- 
centive to the man of ability? It is proposed that the commis- 
sions to be created shall act for the workman and capitalist alike, 
yet it is only a very prosperous industry which can satisfy the 
reasonable demands of capital and leave enough to distribute 
among the workers something more than they are now getting. 

Let us see how this would work out logically. It is proposed 
that combinations shall be legalized, and we will assume that a 
dozen shoe manufacturers consolidate their plants. It is found 
that economies are possible, and the attention of the federal com- 
mission is then attracted by the large profits earned. The com- 
mission considers the matter and orders the combination to 
increase wages or to decrease the price of its product. Is there 
enough incentive left to further efforts in efficiency with the 
prospect of the fruits thereof being taken away? With such an 
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outlook, will not the proprietors and management prefer to con- 
tinue to work as they did before? But if they refuse to put into 
effect the apparent economies, or some other change which a 
clerk in the government bureau thinks will be an improvement, 
will the supervising government officials assume control as re- 
ceivers because of such conservatism or disobedience, and insist 
that the changes be made? 

Furthermore, the spokesman of a new party says: “Business 
shall prosper.”” Now any power which will bring about condi- 
tions which will enable unsuccessful corporations to pay dividends 
will certainly be a godsend to a fairly large class, and I do not 
blame them for supporting any new party which promises uni- 
versal and permanent prosperity. Unfortunately, there is a wide 
distinction between a promise and a guarantee. 

I am inclined to think that successful corporations will prefer 
the Sherman act to such regulation, and that the advantages of 
combination will not be realized if we are to have laws and com- 
missions which, while apparently encouraging concentration, 
propose to regulate all initiative out of it. 


ForMs OF CONTROL 


I am convinced that the question—“Federal control or no fed- 
eral control ?”—has been decided affirmatively and that the matter 
of the form which that control shall take is the serious problem 
before us. We know that a world-wide economic force has not 
been and cannot be arrested. The people are not afraid of big 
business. They want it, but they know that it must be controlled. 
Control is of great interest to professional accountants, because 
if any one of the suggestions for new legislation be enacted into 
law, vital questions relating to accounts immediately arise. If 
combinations are to be permitted, as I think they must be, there 
will be some plan of publicity which will require that the results 
of operations be published. Unless these results are dependable 
gross abuses will arise. 

Without a knowledge of profits there can be no regulation, 
no control. Furthermore, the amounts of profits must not be a 
secret between the corporations and the government if there is to 
be effective control. We may disagree on the exact form of 
federal control, but no plan is feasible which does not require 
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publicity of a sort which can be depended upon. Profits must 
be reported to every stockholder and under modern conditions 
this means to the public generally. The temptation to understate 
profits will be as strong in the future as was the temptation to 
overstate profits in the past. Therefore every plan of federal 
control must provide for the certification of profits and balance 
sheets by independent accountants, recognized by law and who 
will be supported by public opinion when fearless in the per- 
formance of their duty, and made amenable to constitutional laws 
if recreant to their trust. 

As stated before, accountants benefit financially more by the 
adoption of laws which are unscientific than by those which are 
intelligently drawn. We may be misunderstood by the govern- 
ment and the corporations when we state that the failure to 
consult and recognize us officially in relation to all legislation 
concerning federal control of corporations will result in economic 
waste; but the fact is true nevertheless. 

The most reasonable method of control so far suggested is 
that made feasible under federal incorporation. Next comes that 
of authorized trade agreements. 

In all plans of control it is to be assumed that suitable pro- 
vision will be made for the certification by professional account- 
ants of the accounts of all corporations subject to federal 
control, and that accounts so certified shall be presumed to be 
correct unless reasonable cause for suspicion to the contrary 
exists. 


FEDERAL INCORPORATION 


Under the Constitution Congress may regulate commerce be- 
tween the several states so that state-made corporations may be 
regulated without necessity for federal incorporation. 

The states, however, have betrayed their trust so far as the 
granting of charters is concerned, for state corporation laws 
seem to be designed to protect unscrupulous officers and directors 
rather than innocent stockholders. The state corporation reports 
required are in most cases designed to harass rather than to 
assist the law-obeying corporations, and it is no excuse for the 
absence of better regulations to say that such reports are obliga- 
tory under the law, because if those charged with the prepara- 
tion of the statutory blanks for reports so desired, the laws 
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themselves would be speedily amended. The taxes levied by 
states upon corporations are inequitable and are evaded by those 
best able to pay, thus throwing an unfair burden upon honest 
corporations. 

These and many other reasons support the argument to take 
away from the states the chartering of corporations; but reasons 
are without weight if we are to have a federal incorporation bill 
drafted and passed in the crude and haphazard way which char- 
acterized the passage of the corporation tax bill. If the proposed 
federal bill is as full of absurdities and strange doctrines as this 
Wickersham gem, then the state incorporation laws, foolish and 
full of defects as they are, will compare more than favorably 
therewith. 

There are hundreds of thousands of people, executives, other 
employees and stockholders whose vital interests require that, if 
the business with which they are connected or in which their 
savings are invested is to be conducted under a federal charter, 
that charter shall be scientifically drawn. 

We have a National Efficiency Society. Could it devote its 
energies to a better purpose? It has been suggested that cor- 
porations with a certain capital must and others may be fed- 
erally incorporated. As accountants we know that the capitaliza- 
tion of a company does not indicate its power. I know of one 
corporation with a capital of $10,000.00 whose sales last year 
were over ten millions of dollars. I know of another corpora- 
tion with a capital of twenty million which did a business of less 
than a quarter of a million dollars. If there is to be effective 
control as to size let the basis be the volume of business, not the 
amount of capital. 

The charter of a federal corporation would have to be very 
explicit as to its powers. Restraint of trade would have to be 
carefully defined, as would the provisions relating to the pre- 
vention of monopoly. Penalties for violations should be severe 
and rigidly but consistently enforced. The prevention of inter- 
locking directorates is advocated by some, but this might pre- 
vent a corporation from receiving valuable advice and aid at a 
time it needed it most. 

It was evidently in the minds of the writers of some recent 
presidential platforms that the form of a charter is not very 
important so long as there is a commission to regulate and con- 
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trol and a large body of inspectors who will draw salaries and 
act as spies. Such a plan, however, is doomed to failure. The 
attendance of government representatives in the office of every 
large corporation will not make for righteousness; it may make 
for graft. 

The example of Germany in the drafting of business statutes 
is worthy of consideration. When its corporation laws were 
drawn experts were heard, however remotely connected with the 
subject of the inquiry. Stringent provisions covering many de- 
tails were inserted although grave doubts were expressed as to 
their practicability. Full and complete publicity was insisted 
upon; over-capitalization was prevented; and where members 
of new boards of directors were interested as promoters or other- 
wise in a projected organization independent firms of auditors 
were required to make a full investigation and report. Ger- 
man prosperity under these laws is known throughout the world. 

If we can have a scientifically drawn law which will tell “big 
business” what it may do and what it must not do, if we charter 
it to do business throughout all the states unimpeded by local 
hostility, if we supervise it when it starts, its security issues 
and its plans to do business, the results will be more satisfactory 
than if we launch thousands of corporations under defective 
laws and then call them to account years after they have secretly 
disobeyed the laws. Such a conservative course will give legiti- 
mate business an impetus which it has not had for many years, 
and rehabilitate our commercial position in the eyes of the world. 

Above all, the federal charter must provide for the form of 
publicity which conveys the information to which those interested 
are entitled. In the past the bad corporations or trusts have not 
permitted any but a favored few to know what they were doing. 
Deficits have been concealed as well as large surpluses. This in 
itself is sufficient to condemn state corporation laws. 

There must be no opportunity to conceal results of operations 
in such a manner as to permit the manipulation of stocks or 
dividends or for the benefit of officers and directors. 

Certified publicity will permit the public to form its own con- 
clusions as to whether or not it should support the corporation 
furnishing it. If the people are really interested and aroused 
why not give them an opportunity to patronize the good corpora- 
tion and ignore the bad one? They have not shown such a dis- 
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position in the past, but a campaign of education might work 
wonders in this respect. The Standard Oil Company, for in- 
stance, has many competitors. If the trust-hater were sincere he 
might buy from one of them. 


Poots ork TRADE AGREEMENTS 


There is considerable merit in the contention that if it were 
legal for corporations to make binding agreements with each 
other there would not be the disposition which now exists to 
form one large company, and wipe out the identity of those 
consolidating. We have seen that competition cannot be forced. 
Competitors will get together somehow and as pools or trade 
agreements are prohibited the corporations sell out entirely. 

In other countries, notably Germany, trade agreements or 
cartels are in full force. In Germany there are several hundred 
of such agreements, and they are deemed to be of benefit to the 
public, as well as to the corporations, and are legalized and en- 
couraged. 

As we are not ready for regulation of corporations we might 
try the experiment of legalizing trade agreements under strict 
regulations. The savings under these agreements are enormous 
and if a part of such savings is applied to reductions in prices 
to consumers the experiment might be well worth while. 

Under this plan also the question of correct accounts is of 
the highest importance. No satisfactory adjustment of prices 
can be made unless accurate costs are ascertained. It cannot be 
expected that full disclosures will in all cases be made volun- 
tarily, so that resort must be had to certifications of reputable 
accountants as a basis for regulation. 

Mr. Charles G. Dawes of Chicago has suggested that a law 
be enacted which will provide for a tribunal of selected busi- 
ness men of high standing, before which corporations or indi- 
viduals desiring to form agreements to regulate trade may volun- 
tarily appear and have such proposed agreements considered in 
their relation to the public interest. It is assumed that agreements 
not approved by this tribunal and deemed to be improper could 
be prosecuted under the Sherman act, but that if approved there 
would be no prosecution. 

To make such a plan permanently useful some means would 
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have to be devised to assure the tribunal from time to time that 
the terms of the agreement were lived up to. This assurance 
could readily and effectively take the form of the certificate of 
registered accountants. 

A well-known accountant told me a few days ago that he 
was installing a uniform cost system in all of the plants of a cer- 
tain industry. This illustrates the policy of helpfulness and co- 
operation which obtains to a remarkable degree among com- 
petitors. They want to know their exact costs, they want to 
cut out all unnecessary waste, and if permitted to do so they 
can, if they want to, reduce prices. If not permitted to be effi- 
cient they cannot afford to reduce prices even if they have the 
disposition. 

There is much merit in the form of control described by Mr. 
F. W. Whitridge some months ago, in speaking of the Canadian 
combines act. This act provides for the investigation of any 
combine alleged to be operating to the detriment of consumers 
or producers or generally to the detriment of the public. If a 
prima facie case is made out, an investigation is ordered by a 
judge, to be conducted before a board of three—one to be ap- 
pointed by the complainant, one by the combine, and one ap- 
pointed or chosen as provided. The board makes inquiry as to 
whether or not prices have been enhanced, competition in supply 
restricted, etc. If the combine is found guilty the tariff on its 
goods may be removed, its patents revoked, or the guilty parties 
fined up to $1,000.00 a day. 

Mr. Whitridge said that if we had such a law our attorney 
general would be delivered from the temptation to do foolish 
things and the House of Representatives from the temptation to 
play childish politics. 


GOVERNMENTAL OWNERSHIP 


A failure to meet popular demand for federal control will 
result in a widespread campaign for government ownership of 
many branches of business. In the past this tendency has been 
largely limited to public utilities, but if the trusts are not checked, 
and are not controlled, then some political party having govern- 
mental ownership as its platform will be swept into power. 

The American people are not socialistic by nature, and they 
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do not take kindly to the doctrines of socialists unless driven to 
them. If broad-minded business men will preach and practice 
the gospel of co-operation and make partners of all those who 
are interested in their business, one of the principles of socialism 
will have been adopted, but that adoption will be a death blow 
to socialism proper. 

Under socialism, there would not be much use for public ac- 
countants. The theories of socialists would not work out in 
practice, and their disposition to fool themselves by inaccurate 
accounts would parallel the devices of the hungry borrowers of 
to-day. 


THE MACHINERY OF CONTROL 


I think it has been shown that some form of control must be 
and will be exercised, but no one has suggested the form of ma- 
chinery. Glittering generalities are easy, but details are difficult. 

The New York Times has presented the ablest arguments 
against the various schemes of control presented up to this time. 
It says, however : 

“Business, whether big or small, must not be carried on in 
ways that do wrong to the people; it must not be predatory, it 
must not thrive by unlawful means or special privilege.” 

This is the conservative view, but it portends control. Then 
think of the radical view—supervision of all corporations, large 
or small, doing an interstate business; fixing of wages and maxi- 
mum prices of product; redistributing profits to produce equality ; 
and the compulsory promotion of permanent prosperity among 
those corporations which do not now possess it. 

Now, to control we must have controllers, and in spite of all 
the difficulties of the situation we must not allow them very 
much discretion. We must not establish a force which will 
create or destroy as it may deem best. I would as soon trust the 
corporations to be good through the force of public opinion as 
to build up an enormous administrative commission charged with 
the duty of investigating, regulating and controlling every corpo- 
rate activity. There are several hundred thousand corporations. 
Some of the small ones dominate their respective industries. The 
policy of picking out a few for investigation and punishment, as 
in the past, cannot be allowed to continue. 

In a recent article in World’s Work, Mr. Arthur J. Eddy 
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said: “Voluntary co-operation with a minimum of state super- 
vision is far better than compulsory action with a maximum of 
supervision.” 

It is not fair to place too much blame on those who have 
administered the old laws. The laws themselves were bad, and 
to a certain extent unenforceable. Then the governmental atti- 
tude has shifted. Sometimes monopolies have been encouraged ; 
at other times they have been rigorously suppressed. This shift- 
ing has been going on for hundreds of years, and it is not strange 
that there is a feeling of uncertainty in the minds of the adminis- 
trators of these inconsistent laws. It will be noted, however, that 
business has gone on increasing steadily and surely, and, on the 
whole, honestly. 

If law-making and law-enforcement had only proceeded as 
surely and as efficiently we would not be discussing an old ques- 
tion as if it were now suggested for the first time. 

If federal control were carried to the extent of fixing prices, 
it is admitted that one of the first subjects of price-fixing would 
be steel rails. Assume the revaluation and the adjustment of 
capital (although this, if feasible at all, would take ten years to 
accomplish), what would the basis be? If a price were fixed to 
net a large corporation six per cent return on its capital, would 
another larger or smaller company be reimbursed for its loss if 
the market price so fixed were actually less than its own cost of 
production ? 

If the price of steel rails is to be regulated, certainly the prices 
of the things used more generally by the common people must be 
supervised. Common people buy largely from 5 and 10 cent 
stores and mail-order houses. Some of the largest of these have 
capitalized their goodwill, and, if there is a reappraisement of 
their net worth, it may be found that the prices of their goods 
yield too great a return on the capital invested. The proposed 
industrial commission might then have to fix the price of a paper 
of pins or of a house completely furnished. Can any body of 
men undertake anything of the sort unless there is discrimination 
for or against 99 per cent of the industrial concerns of the 
country ? 

Price-fixing is possible in other countries, but they do not have 
a constitution such as ours, nor a people that would resist, as we 
would, the complete turning over of business enterprise to office- 
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seekers and office-holders. If the latter were wise, dispassionate 
and disinterested, and the departments of the government were 
united and efficient, the invitation to turn over to them the ma- 
chinery of control would be alluring, but alas, we know that these 
conditions do not exist! 

In my opinion some kind of federal control of corporations is 
imminent. I have not attempted to prophesy the form of legisla- 
tion, and I will frankly say that I have not made up my mind as 
to which form is desirable. I do know that there are imperfec- 
tions in all the remedies suggested so far, chiefly because the 
machinery is lacking or is defective. It may appear easy to draft 
a general law, but the detailed provisions for its administration 
will need the greatest prudence and expert care. The United 
States government should not, under any plan, repeat its errors 
of crudely-drawn laws and rule-of-thumb administration. I am 
firmly convinced that no plan will work out successfully unless 
public accountants are consulted as to the form of the laws, and 
are employed in connection with the publicity featutes which are 
an inherent factor in the question. 


The Relations Between Bankers and 
Accountants* 
By Davin R. ForGan 


President, National City Bank, Chicago. 


More than half of the loans of banks doing a commercial 
business in this country are represented by the promissory notes 
of the borrowers, without security. These notes are frequently 
endorsed personally by the parties chiefly interested, but the 
credits are based primarily on the names of the promisors, sup- 
plemented by their own statements of their financial condition. 

If you own a corner in Chicago, improved with well-rented 
buildings, and worth $200,000, and apply to an insurance com- 
pany or real estate firm for a loan of $100,000, the lender will 
take a week or two to investigate your title, your financial record, 
and your character, and then, if satisfied, he will graciously 
consent to lend you $100,000 at five per cent, taking a first 
mortgage on the $200,000 property as security. Lawyers will be 
employed, long legal documents will be drawn and signed by 
yourself and your wife—the expenses will be considerable and 
you will have to pay them. When the loan matures, if you do 
not pay, the lender will take your property. 

If you are in business, however, and want to borrow $100,000 
from a commercial bank, all you need to do is to make a few 
figures on a sheet of paper, purporting to show your financial 
condition, and if you appear to be fairly successful and respect- 
able, you will find three or four banks and as many brokerage 
houses competing for.the honor of lending you the money— 
usually at about four per cent—on your simple promise to pay, 
without security, and the business can be done in two minutes 
over the telephone. Indeed, until recent years, the same busi- 
ness could be done without any figures purporting to show your 
financial position, and if you bore yourself aright you could show 
much righteous indignation. if the banker dared to hint at the 
necessity for a statement. 


* An address before the American Association of Public Accountants, Chicago, Septem- 
ber 18, 1912. 
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In these circumstances the wonder is not that commercial 
banks make losses, but that the losses made amount in a well- 
managed bank to only a fraction of the profits. As the profit on 
loans to banks in the large cities averages only about one-half 
of one per cent, it is of the utmost importance that the losses be 
reduced to a minimum. In a bank managed by experienced men, 
almost all of the losses are due to one cause—namely, incorrect 
statements either innocently or wickedly made by the borrower. 
It requires little experience to analyze assets and liabilities, and 
decide whether they represent a healthy condition. Any banker 
of average intelligence can tell a good statement from a bad one 
—provided it is a true statement. But there’s the rub! Is it a 
true statement? In many cases the revelations coming after 
bankruptcy prove that the statements recently submitted as a 
basis for credit were so far from true that they must have been 
deliberately made to deceive the banker. I say this after making 
full allowances for change of conditions and point of view. This 
does not prove, however, that statements are untrue as a general 
rule. So long as a business is prosperous there is no need for 
incorrect statements. Experience, however, proves that few men 
squarely face the facts when their business drifts into trouble, 
and still fewer have the courage to reveal the truth to their 
banker. The result is that between self-deception and moral cow- 
ardice the banker is deceived into making loans which entail 
loss, and which he never would have made had he known the 
facts. 

And so in self-protection against such deception, bankers have, 
within recent years, begun to demand, or at least encourage, the 
practice of having statements for credit certified by public ac- 
countants. Only keen competition prevents this practice from 
becoming as universal as it ought to be. The relation between 
bankers and accountants, therefore, is exactly similar to that be- 
tween government bank inspectors and depositors. In order to 
protect the depositor against false statements on the part of the 
banker, the inspector examines and audits the bank at its expense, 
and in order to protect the banker against false statements on the 
part of the borrower, the accountant audits the condition and 
statements of the borrower, at his expense. The first duty of the 
accountant, therefore, is not to the borrower who employs and 
pays him, but to the banker who is to lend money on the strength 
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of the accountant’s certification. Any view short of this is not 
worthy the high calling to which you gentlemen have devoted 
yourselves, and I am glad to bear witness to the fact that, as a 
rule, the members of your profession are quite above selling 
themselves by aiding in the deception of the lender. 

It is well for bankers that this is so, for an incorrect state- 
ment, certified by an accountant, is calculated to deceive and mis- 
lead the banker far more than an uncertified statement, and in- 
finitely more than no statement at all. 

The life-blood of modern business is not gold. It is credit. 
Every investment from government bonds to gold mining stocks 
is a form of credit. All bank deposits and all bank loans are 
credit. Our much “cussed” and discussed currency systems are 
credit. What we loosely call money, and even a large propor- 
tion of our so-called reserves are credit. All the accounts and 
bills receivable in the world are credit. In credit modern busi- 
ness lives, moves and has its being. Credit starts enterprises, 
moves wheels, builds railroads, wages wars, makes civilization. 


_Just as the blood pumped from the heart circulates to every 


minutest extremity of the body, carrying vital energy to every 
organ, every muscle and every nerve, so credit, the heart of which 
is the banking system, permeates every department and phase and 
detail of modern business. If kept pure, clean and abundant, the 
result is financial health and strength, active business, mani- 
fold opportunity, good times—in a word, GENERAL PROS- 
PERITY. If allowed to become vitiated, sluggish and curtailed 
in volume, the result is unsightly eruptions, anaemic business, 
backward conditions, and finally national death. 

Bankers and accountants are the physicians and surgeons to 
whose hands the keeping of the financial health of the body 
politic has been largely committed. It is an honorable and re- 
sponsible task, well worthy the life-work of the best and greatest 
among us. The relations between bankers and accountants, 
therefore, being mutually helpful and dependent should always 
be, as I believe they generally are, close, cordial and confidential. 
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Malicious Prosecution 
By Joun B. Geryspeex, LL.B., M.C.S., C.P.A. 


Dean of School of Commerce, Accounts and Finance, 
University of Denver. 


II. THE ORIGINAL PROCEEDING 


THE ORIGINAL PROCEEDING. The essential foundation of an 
action for malicious prosecution is an original proceeding judi- 
cial in its character. If, for any reason, the supposed prosecution 
had no legal existence, the plaintiff must seek some other remedy. 
False imprisonment, abuse of process, libel or slander, or other 
action closely analogous to malicious prosecution may lie, but 
malicious prosecution will not lie. 26 Cyc., 8; Cockfield v. Brave- 
boy, 39 Am. Dec., 123. 

CRIMINAL PROSECUTIONS. Any enforcement of the criminal 
law through courts of justice, which will subject the accused to 
a prosecution, irrespective of the grade of the offense, is a suffi- 
cient proceeding upon which to base an action for malicious 
prosecution. 26 Cyc., 9. 

Civil PROCEEDINGS. The term malicious prosecution is now 
employed in the United States whether the original proceeding 
complained of was criminal or civil. Actions like forcible entry 
and unlawful detainer or replevin, extraordinary remedies like 
injunction, and auxiliary proceedings like garnishment and at- 
tachment are a sufficient basis for the action of malicious prose- 
cution, when the other essentials are present. That the plaintiff 
in attachment executed an attachment bond as required by statute 
does not deprive the attachment defendant of the right to sue 
for a malicious attachment. Neither the insufficiency of the 
affidavit for attachment nor a previous action on the bond pre- 
cludes the right of recovery. The institution of bankruptcy 
proceedings, or proceedings to wind up a company or partner- 
ship, suits for accounting or inquisitions of lunacy, may become 
the basis of an action for malicious prosecution. Where there 
has been an arrest of the person, or seizure of property, in con- 
nection with a civil action, malicious prosecution lies, according 
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to the prevailing American rule, if the other essentials are made 
out. When the want of probable cause is very palpable, the 
prevailing rule is that the action may lie, although the original 
proceeding was begun by summons only, and there was no 
arrest or seizure of property. 26 Cyc., 12-16; NEWELL, 32. 
An action may be maintained against one who maliciously, and 
without probable cause, attempts to defeat a claim to public 
lands made in good faith. Hoyt v. Macon, 2 Colo., 113. 


An action of malicious prosecution for the institution of a 
civil suit is governed by the same rules of law as where the prose- 
cution complained of was of a criminal character. NEWELL, 39. 

END OF PROSECUTION. No action lies for a malicious prose- 
cution until the original proceeding, civil or criminal, complained 
of, has been legally determined in favor of the defendant therein. 
Any mode of termination is sufficient which constitutes a bona 
fide and final disposition of the particular case, or amounts to 
such a cessation of proceedings as to render them incapable of 
being revived, as where the plaintiff has been acquitted or dis- 
charged, or the proceeding was dismissed at the preliminary 
hearing. 26 Cyc., 55-60. It has been held, however, that the 
dismissal of the prosecution in the justice’s court, for the pur- 
pose of commencing it in the district court, is not such a termi- 
nation as will support an action for malicious prosecution. 
Schippel v. Norton, 38 Kan., 567. The various ways in which 
it has been held that criminal prosecutions were or were not ter- 
minated are too numerous to be stated fully here. What con- 
stitutes the ending of the prosecution sometimes may admit of 
doubt. Lowe v. Wortman, 47 N. J. L., 413. It is sufficient if 
the plaintiff be discharged, by withdrawal or abandonment of 
the prosecution not done by arrangement with him. Murphy v. 
Moore, 11 Alt. Rep. (Pa.), 665. In Casebeer v. Drahoble, 13 
Neb., 465, it was held that the right of action accrues whenever 
the particular prosecution is disposed of, in such a manner that 
it cannot be revived, and the prosecutor, if he proceeds further, 
will be put to a new one. An acquittal which will bar a second 
prosecution for the same offense need not be shown. Clark v. 
Cleveland, 6 Hill (N. Y.), 344. An action for malicious prose- 
cution cannot be maintained when the proceedings complained 
of are not terminated, because an appeal is pending. The au- 
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thorities, however, do not seem to be uniform upon this question. 
26 Cyc., 58, note 25. 


Ill. WHO ARE LIABLE 


Liability may attach by (1) personal commission, joint or 
several, (2) virtue of command before or after wrong done, and 
(3) virtue of relationship. 

WHO ARE LIABLE. To sustain the action, it must appear that 
the defendant was the proximate and efficient cause of mali- 
ciously putting the law in motion. The action, moreover, does 
not lie for merely making to the magistrate a full and true 
statement of facts, which the magistrate mistakenly believes to 
have constituted a public offense, and upon which he issues a 
warrant. 16 Cyc., 17. Nor is a person liable for unauthorized 
information furnished to a policeman by a clerk without such 
person’s knowledge or authority. Hershey v. O'Neill, 36 Fed., 
168. A complaining witness is not responsible for the judgment 
of the magistrate in issuing a search warrant upon an insufficient 
affidavit. Wilmerton v. Sample, 42 Ill. App., 254. It is not 
material, however, whether the defendant wrongfully com- 
menced the original proceeding or wrongfully continued it after 
want of probable cause had been shown. Liability may attach 
also where the defendant directed another to institute the pro- 
ceeding complained of, or ratified it, or where it was instituted 
by an agent acting within the scope of his authority. 26 Cyc., 
16-19. That the formal complaint was made by another is 
immaterial. Dann v. Wormser, 56 N. Y. Suppl., 474. Gen- 
erally advising and procuring a third person to institute a pro- 
ceeding is a sufficient basis for liability. Goodrich v. Warner, 
21 Conn., 432; Gilbert v. Emmons, 42 IIl., 143. 

ATTORNEYS AND AGENTS. An action for malicious prosecu- 
tion may be maintained against an attorney or other agent for 
commencing an action without authority of the party in whose 
name it is brought, or for maliciously and illegally suing out 
process where he knows there is no cause of action; but he is 
not liable for putting the law in motion in bona fide reliance on 
his client’s information. On the other hand, a client is not re- 
sponsible for the malicious acts of his counsel unless it appears 
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that in some way they were authorized by him or ratified with 
knowledge of all the facts. 26 Cyc, 19-20. It is true that 
when an attorney acts in good faith, in pros*cuting a claim which 
his client believes to be just, and is actuate' only by motives 
of fidelity to his trust, he ought not to be held uable, although he 
may have entertained a different opinion as to the justice or 
legality of the claim. When the client will assume to dictate 
a prosecution upon his own responsibility, an attorney may well 
be justified in representing him, so long as he believes his client 
to be asserting what he supposes are his rights, and not making 
use of him to satisfy his malice. But where an attorney submits 
to be made the instrument of prosecuting and imprisoning a party 
against whom he knows his client has no just claim nor cause 
of arrest, and that the plaintiff is actuated by illegal or malicious 
motives, he is morally and legally as much liable as if he were 
prompted by his own malice against the injured party. Where 
the attorney chooses to act upon his own responsibility under 
his general retainer, and without specific instructions, and causes 
the debtor to be arrested, the act becomes his own rather than 
his client’s, and he must see to it that he does not proceed with- 
out reasonable or probable cause, and especially where he is 
prompted by his malice. NEWELL, 23-24. 

In Burnap v. Marsh, 13 IIl., 535, attorneys were held liable 
for falsely, maliciously and without probable cause, procuring 
the arrest of the plaintiff on a writ of me exeat. A claim had 
been put in their hands for collection, but the writ was sued out 
on their own responsibility, and without any special instructions 
from their clients. 

An attorney is not liable unless he knew that there was no 
cause of action, and that his client was acting solely from illegal 
and malicious motives. In forming his opinion upon these mat- 
ters, he has a right to act upon such information as his client 
imparts, and is not bound to inform himself elsewhere. Peck 
v. Chouteau, 91 Mo., 138. 

An attorney who from malicious motives procures an un- 
authorized order of attachment is liable, as well as his client, in 
an action of malicious prosecution. Wood v. Weir, 5 B. Mon. 
(Ky.), 544. So where the client and attorney understood that 
the criminal charge preferred was untrue. Staley v. Turner, 21 


Mo. App., 244. 
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Corporations are liable to actions for malicious prosecution, 
the malice of authorized agents being imputable to the corpora- 
tion. NEWELL, 381, 524. 

ParTNErS. A prosecution instituted by a partner for an 
alleged wrong to the property of the firm cannot make liable 
another partner who did not assent to or know of the prosecu- 
tion at its commenceemnt, and especially if he repudiates it as 
soon as known to him, unless done in the course of and for the 
purpose of transacting the partnership business. 26 Cyc., 20. 


Joint Wronc-porrs. The liability of those who are respon- 
sible for malicious prosecutions is joint and several. The injured 
person may sue one or all. 26 Cyc., 68. 


IV. PROBABLE CAUSE 


WANT OF PROBABLE CAUSE for the original proceeding is an 
essential element of the case of the party seeking recovery in an 
action of malicious prosecution at every stage. The very foun- 
dation of the action indeed is that the previous legal proceeding 
was resorted to or was pursued causelessly. When it appears 
that there was probable cause to induce such original proceed- 
ing the action will not lie, and it is a full justification that the 
defendant had good reason for the proceeding taken. 26 Cyc., 
20-21. In actions for malicious prosecution the real controversy 
is generally upon the question of probable cause, the want of 
which is a vital and indispensable element in the piaintiff’s case, 
and as to which the burden of proof is upon him. NEWELL, 267. 


RELATION TO MALICE. To make out a cause of action for 
malicious prosecution, malice and want of probable cause must 
concur. It is not sufficient to show merely that the action was 
maliciously prosecuted, it must also appear that it was com- 
menced or continued without probable cause. Malice may be 
inferred as a fact from want of probable cause, but want of 
probable cause cannot be inferred from malice. NEWELL, 265. 
There may be facts and circumstances which do not amount 
to probable cause, but which, being evidence of the absence of 
malice, may justify the discharge of the defendant. 26 Cyc., 
21-23. On the other hand, the groundlessness of the suit may, 
in many instances, be so obvious and palpable that the existence 
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of malice may be inferred from it. Wills v. Noyes, 29 Miss., 
324. 


DEFINITION. In case of criminal prosecution, probable cause 
means reasonable grounds for suspicion, supported by circum- 
stances sufficiently strong in themselves to warrant a cautious 
man in the belief that the accused is guilty of the offense with 
which he is charged. 26 Cyc., 24. It does not depend on the 
actual state of the case in point of fact, but upon the honest and 
reasonable belief of the person commencing the prosecution. 
NEWELL, 252. In civil proceedings probable cause is such rea- 
sons, supported by such facts and circumstances, as will warrant 
a cautious, reasonable and prudent man in the honest belief 
that his action, and the means taken in prosecution of it, are 
just, legal and proper. Mutatis mutandis, the same proofs de- 
termine questions of probable cause in civil proceedings as in 
criminal. 26 Cyc., 43-44; NEWELL, 277. 


Probable cause is determined by the standard of the ordi- 
narily prudent and cautious man, exercising conscience, impar- 
tiality and reason, without prejudice, upon the facts. Heyne v. 
Blair, 62 N. Y., 19; Rowson v. Leggett, 90 N. Y. Suppl., 5. It 
has been said, however, that some allowance will be made, when 
the prosecutor is so injured by the offense that he could not likely 
draw his conclusions with the same impartiality as a person en- 
tirely disinterested. All that is required of him is that he act 
as a reasonable and prudent man would act in like circumstances. 
Spear v. Hiles, 67 Wis., 361. 


THE RIGHT TO JUDGE FROM APPEARANCES. A party about to 
commence legal proceedings, either civil or criminal, has the 
right as affecting the question of probable cause, to judge for 
himself from appearances. NEWELL, 268; Good v. French, 115 
Mass., 203. A man’s conduct may justify suspicion. Grant v. 
Deuel, 38 Amer. Dec., 228. 


INFORMATION JUSTIFYING PROSECUTION. The facts relied 
upon to constitute probable cause may be within the personal 
knowledge of the prosecutor, or they may be derived from state- 
ments made by others. Such information must ordinarily come 
from sources entitled to credit. The prosecutor is not bound 


to verify each item of information; it is sufficient that he acted 
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with such caution, impartiality and diligence, as a reasonably 
prudent man would have used in the circumstances to ascertain 
the truth of his suspicions. When facts or circumstances put 
him upon inquiry, he will be charged with knowledge of such 
additional facts as he would have learned if he, or his agent 
authorized to investigate, had made a proper investigation into 
the circumstances of the case, including the character and iden- 
tity of the accused. 26 Cyc., 27-28. 


Representations of detectives and of counsel may suffice. 
Smith v. Ege, 52 Pa. St., 419. A prosecution instituted upon the 
apparently truthful statements of a child eleven years old, who 
claimed to have seen the plaintiff commit the offense with which 
he was subsequently charged is not without probable cause. 
Dwain v. Descalso, 66 Cal., 415. Representations of others 
that the plaintiff was guilty of the offense charged, together with 
his conduct in secreting himself, were held to justify the prosecu- 
tion in Mosely v. Yearwood, 48 La. Ann., 334. 


Conpuct oF accusep. All that the accused person did, or 
omitted to do, appertaining to the offense charged, under a lib- 
eral rule of relevancy, is proper to be considered in connection 
with all circumstances to determine whether or not probable 
cause existed. Possession of recently stolen property is evi- 
dence of probable cause for believing the possessor guilty of 
larceny, unless he gives a reasonable explanation for such pos- 
session. An admission of guilt on the part of the accused, when 
made before the arrest, constitutes probable cause for his arrest. 
Waiver of a preliminary examination by the accused has gen- 
erally been regarded as prima facie evidence of probable cause. 
26 Cyc., 36-38. 

Goop FaitH. The prosecutor must have believed in plaintiff's 
guilt in good faith. If it appears that he had knowledge of facts 
which would have explained suspicious appearances and exoner- 
ated the accused, he cannot justify the prosecution by asserting 
the circumstances indicating guilt. 26 Cyc., 30. Good faith on 
the part of the prosecution is always an important, if not a vital, 
element of inquiry, and is always a sufficient justification, except 
where an unreasonable credulity is manifested, inducing the 
prosecutor to draw conclusions of guilt, when they would have 
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been wanting in a person of ordinary prudence and judgment. 


NEWELL, 269. 


Honest BELIEF. Mere honest belief in the guilt of the de- 
fendant is not sufficient ; there must be reasonable grounds for it. 
26 Cyc., 30. Where one, through his own mistake or negligence, 
causes the arrest and imprisonment of an innocent man, who has 
given no occasion for suspicion by his own conduct, the belief 
of the prosecutor, however honest, that the accused was guilty 
is not sufficient evidence of probable cause. Merriam v. Mitchell, 
13 Me., 439. But it has been said that in case of mistake not 
amounting to gross negligence, he will not be liable, when acting 
under an honest belief in the guilt of the accused. McGuire 
v. Goodman, 31 III. App., 420; NEWELL, 274-275. 


PRELIMINARY EXAMINATION. If the accused is discharged by 
the magistrate upon preliminary examination, this has been held 
to be prima facie, but not conclusive, evidence of the want of 
probable cause. But the later and better opinion is that more than 
the mere discharge by the magistrate must be proven, and that, 
standing alone, it is no evidence of want of probable cause. If 
the accused is held or committed by the magistrate, this is prima 
facie but not conclusive evidence of probable cause. 26 Cyc., 
38-39. 

FINAL JUDGMENT. When the magistrate has jurisdiction to 
render final judgment, and when the hearing is fair and without 
fraud and results in a conviction, this has been held, in a number 
of states, but not all, as conclusive evidence of probable cause, 
although upon appeal the plaintiff was afterwards acquitted. 28 
Cyc., 39-40. 

Action oF Granp Jury. The finding by the grand jury of 
an indictment against an accused person, is prima facie, but not 
conclusive, evidence of probable cause, in an action for malicious 
prosecution. 26 Cyc., 40. 


ACQUITTAL OR CONVICTION. An acquittal or discharge is one 
of the essentials of plaintiff’s case, and does not of itself show 
want of probable cause. A conviction of the plaintiff has gen- 
erally been regarded as conclusive evidence of probable cause. 
An exception is sometimes recognized, where the conviction is 
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shown to have been procured by the defendant’s fraud, or where 
the good faith of the court is adequately impeached. 26 Cyc., 
41-42. According to the general opinion a conviction is con- 
clusive of probable cause, although it may afterwards be set 
aside for newly discovered evidence; or reversed on appeal. 
26 Cyc., 40-42; Adams v. Bicknell, 126 Ind., 210. 


A discharge of the accused by the magistrate, judge or court, 
without investigating the merits, as for lack of jurisdiction or 
want of prosecution, is of itself ordinarily no evidence of want 
of probable cause. Disagreement of the jury has been held to 
constitute evidence of probable cause. 26 Cyc., 43. 


ATTACHMENT. Although an attachment was not authorized 
there may have been probable cause for suing it out. It is 
sufficient that the debtor’s conduct was such as to make recourse 
to attachment a reasonable precaution. 26 Cyc., 44. See DRAKE 
on Attachment, last chapter, entitled Action for Malicious At- 
tachment. 


GUILT OR INNOCENCE OF ACCUSED. While the plaintiff may 
have no cause of action, however innocent of the charge brought 
against him, if there was probable cause for the prosecution, 
neither will an action for malicious prosecution lie at the in- 
stance of a guilty party. Although the prosecution may have 
ended in favor of the accused, yet in the subsequent action for 
malicious prosecution, upon proof of actual guilt, probable cause 
is conclusively presumed. 26 Cyc., 26. 


CHARACTER OF THE PLAINTIFF. The good character of the 
person accused, if known to the accuser, is a strong fact to ward 
off suspicion, and therefore it is competent for the plaintiff, in 
an action for malicious prosecution, to show this by evidence. 
It tends to prove the absence of probable cause. On the other 
hand, his bad character may be shown by the defense, as a good 
ground for augmenting a suspicion against him. NEWELL, 273, 
304. For instance, in Hirsh v. Feeney, 83 IIl., 548, it is said 
that the fact that Feeney was a householder, had a good charac- 
ter, and was trusted by business men, should have prevented 
Hirsh from supposing him guilty, except upon strong evidence 
of the fact. This is said to be the rule when the prosecution 
is based upon information and belief, but the reason for the 
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rule ceases in cases where the prosecution is based on a direct 
knowledge of the facts. NEWELL, 276. 

ADVICE OF COUNSEL in its relations to probable cause will be 
considered in a later issue. 


(To be continued) 
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Trust Company Audits and Examinations 
By H. D. WiiutaMs, C.P.A. 
(Continued ) 


Before outlining any plan for the audit of trust companies it 
will be well to review the various activities in which they are 
engaged. The field for trust company endeavors has been and 
is constantly widening. Jt has not been very many years since 
the principal business of a trust company was the caring for 
decedents’ estates. Some of the older companies at first refused 
to accept deposit accounts, this feature of the business being 
afterwards added and as business conditions changed and the 
so-called “trusts” were organized, the trust company was used 
as an agent in the underwriting of bond issues and flotation of 
many of the large corporations which came into being during the 
last ten years. The marketing of large blocks of bonds and 
preferred and common stock of many industrial companies was 
greatly facilitated by trust companies, which had organized bond 
departments and through them disposed of some of these issues 
to the public. Many companies accept deposits of various kinds 
and allow interest thereon, accept both corporate and individual 
trusts (the corporate trusts for the most part covering the acting 
as trustee for bond issues), act as transfer agent, registrar, and 
operate bond, foreign exchange, real estate and safe deposit 
departments. 


The audit of a large trust company embraces practically all 
the points which come up in the examination of a national bank 
and many others which arise by reason of the departments men- 
tioned. Each of these departments is a business supervised by 
a manager who frequently is given the title of vice-president. 
If the audit is to be effective every department must be investi- 
gated with the same care that is usually bestowed upon the bank- 
ing department. Possibly one reason why so much attention is 
sometimes given the banking department is because of its rela- 
tive earning capacity, which is much greater than that of the 
other departments. Another reason doubtless is that the accounts 
of other departments are not always mentioned in the published 
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reports. In any event, the accountant undertaking trust company 
work will find plenty of detail in all departments, and it is this 
detail, together with the constantly changing items of assets and 
liabilities, which necessitates his being constantly on the alert 
so that every item will have the attention it deserves. To con- 
duct an audit which shall be effective means that all departments 
must be examined in more or less detail and it is therefore abso- 
lutely essential that the auditor undertaking such an examination 
shall be thoroughly familiar with the bookkeeping and business 
methods of the trust company to be examined. Before engaging 
upon an initial examination he should be careful to ascertain 
the various methods peculiar to the company under examination, 
the volume of daily transactions, and many other points of which 
he should have a knowledge before actually commencing the 
audit. 

Those who are unfamiliar with terms usually applied to bank 
and trust company records and the uses thereof will find much 
that is helpful in such books as The Modern Bank by A. K. 
Fiske, The Modern Trust Company by KiRKBRIDE AND STER- 
RETT, or Trust Companies by CLay HERRICK. 

Auditors who are without much trust company experience 
are sometimes at a loss as to what matters should be discussed 
when meeting the officers of a trust company for the purpose 
of receiving instructions to audit the company’s accounts. Of 
course the first query on the part of the auditor would be as to 
the object of the audit, and often before being answered the 
auditor is asked, “How much will the audit cost?” There are 
many questions which must be answered in advance if the audit 
is to be carried on in an economical and efficient manner. The 
more information can be obtained in regard to the methods of 
accounting, including the routine of the daily transactions, the 
better able will the auditor be to make a thorough audit. 


Naturally, the first information to be sought should be the 
balance sheets, found among the published bank and trust com- 
pany reports. Armed with copies of such reports the auditor 
should obtain detailed trial balances of the general books in both 
the banking and trust departments and quickly note the group- 
ing of the accounts for balance sheet purposes. At times ac- 
counts are carried which require considerable work to verify 
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and this fact is not always disclosed by an examination of the 
balance sheet without supporting data. 

Among other points upon which inquiry should be made are 
the number of each class of depositors’ accounts, the number of 
banks with which the company deals, and the number of daily 
remittance banks to which the company sends cheques received 
in the course of business. The auditor should also ascertain 
the number of collateral loans and bills purchased. The location 
of the company and the class of patrons will be a guide to whether 
or not the collateral securing loans is such that many substitu- 
tions are made. If such is the case, the collateral should be ex- 
amined within twenty-four hours after the commencement of 
the audit. And if the company conducts a foreign exchange 
department, the auditor should not fail to ascertain the scope of 
the business, particulars relative to the number of foreign banks 
with which the company has relations and approximately the 
number of trust receipts to be examined. 


He should also make inquiry regarding the number of trust 
accounts, the aggregate of the invested trust funds, the custody 
of the securities, and whether or not there is a controlling ac- 
count covering the trust investments. Several of the large trust 
companies record the trust investments in memorandum form 
which makes the verifying of such trust accounts a stupendous 
job, if it is done in a thorough manner. 

The real estate department should not be passed over without 
its due share of attention, and it is helpful to know the number 
of clients and properties rented before the commencement of 
the audit. 


But most important of all is the condition of the cash— 
whether it consists of much large or small currency, the quantity 
of gold and silver and the number of tellers and others in whose 
custody cash will be found. 


If pass books are used for deposit accounts, discuss the 
advisability of calling them in for comparison with the ledgers. 

The company’s officers can furnish information upon all the 
points here mentioned. Many companies have statistics on file 
which will answer a majority of the questions herein noted and 
the information thus obtained gives the auditor a very fair idea 
regarding the volume of items to be examined. 
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Equally important before quoting a fee is to learn how much 
assistance will be rendered by the company’s staff, whether or 
not the various verification blanks will be written up by the 
clerks and lists prepared of deposit accounts, loans, collateral, ete. 
One gradually learns by experience the length of time re- 

quired to perform a given piece of work; therefore with intelli- 
gent data at hand the auditor is in a position to plan his work so 
that each class of balance sheet items and every department will 
receive the attention that is necessary and that at the most op- 
poitune time. A programme of practically all of the work can 
be prepared in detail on which should be scheduled the work 
assigned to each assistant, the dates on which it is to be com- 
menced, and the estimated time required thereon. If no unfore- 
seen difficulties arise, such as the discovery of a defalcation, the 
programme can be carried out and the work completed on sched- 
ule time. 

The auditor should have a complete set of schedules of the 
items shown on the daily statement and on each schedule a com- 
cise explanation should be noted of the methods used in verifying 
the items together with the names of the assistants engaged on 
the work. 

In the preparation of the balance sheet care should be exer- 
cised in grouping the various items of assets and liabilities m 
order that all the facts may be clearly presented. Frequently in- 
sufficient attention is given to this matter by companies when 
preparing statements for publication. Very often the assets and 
liabilities of the foreign exchange department are not consoh- 
dated with the banking department balance sheet. 

When outlining a plan of audit it is helpful to have a daily 
statement before one. It may be considered as a sort of guide 
or index to the numerous records and files, particularly the daily 
statements of the banking and trust and foreign exchange de- 
partments, the accounts of which will, in the majority of com- 
panies, be as stated below, although the titles may be slightly 
different. 
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BANKING DEPARTMENT 


Assets Liabilities 
Cash in hand Individual deposits 
Cash items Bank and trust company deposits 
Exchanges for the clearing house Certified cheques 
Due from banks Certificates of deposit 
Demand loans Savings deposits 
Time collateral loans Special deposits 
Bills purchased Trust department 
Bonds and stocks Dividend cheques outstanding 
Mortgages Taxes reserve 
Real estate Accrued interest payable 
Furniture and fixtures Capital stock 
Accrued interest receivable Surplus 
Accounts receivable Undivided profits 
Foreign exchange Current earnings or profit and loss 
Expenses Earnings 
Expenses Interest received (or earned) 
Interest on deposits Profit and loss on securities 
axes Commissions—trust department 
Commissions—real estate depart- 
ment 


Foreign exchange 
Safe deposit rentals 
Miscellaneous earnings 


With the exception of the first three accounts, all the ac- 
counts here listed will be found in the general ledger. Some com- 
‘panies follow the practice of national banks and enter the 
accounts of their reserve agents in the general ledger, while 
‘others show the details on records kept by the paying teller. 

If the trust department prepares a daily balance sheet, the 
following accounts will in all probability be listed thereon: 


Debits Credits 


Cash on hand and in bank Individual trusts (principal) 
Investments held for trust estates ———— trusts (principal) 
Accrued interest Undistributed income 


Due from trust estates (advances) 


And now glance at the daily statement of the foreign ex- 
change department, the one department which in years past 
seemed to have such a mysterious atmosphere about it, but, 
since its methods are better understood, presents no very great 
difficulties to the auditor. 
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Debits 


London City & Midland Bank 

Deutsche Bank, Berlin 

Credit Lyonnais, Paris 

Credito Italiano, Genoa 

Banque Centrale, Antwe 

Russian Bank, St. Petersburg 

Yokohama Specie Bank, Tokio 

Bank of British South America, 
Buenos Ayres 

Drafts sold, not paid for 

Collections 

Foreign money 

Loans and advances 

Acceptances 

Commercial credits due 

Long bills purchase 

Expenses 


Credits 


of foreign banks 

Collections suspense 

Long bills 

Travellers’ cheques 

Travellers’ letters of credit 

Commercial letters of credit 

Profit and loss 

Foreign exchange (profits on for- 
eign accounts) 

Acceptances (see contra) 


The daily statements (if in use) of the bond, real estate, 
and safe deposit departments will not interest us at this tinue. 
Usually they merely show the volume of business for the day. 


(To be continued) 


New York C. P. A. Examinations of June, 1912 
By Paut-JosepH Esguerré, C.P.A. 
UNIVERSITY OF THE STATE OF NEW YoRK 


33p AccoUNTANT EXAMINATION 
AUDITING 
Wednesday, June 26, 1912—1:15 to 4:15 p. m., only 


“The Regents of the University shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
board of three examiners for the purpose. * * * ” (Laws of 1896, 
ch. 312, sec. 2.) 


Answer 10 questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not 
be considered. Do not repeat questions but write answers only, desig- 
nating by number as in question paper. Check (v) the number of each 
one of the questions you have answered. Each complete answer will 
receive 10 credits. Papers entitled to 75 or more credits will be accepted. 


Group 

1. If you were sent to make the first audit of a concern what 
are the steps you would take? 

2. What condition of office organization, above all others, 
leads to fraud and defalcation by bookkeepers and cashiers? 
Support your opinion. 

3. In making an audit of a concern doing a mercantile busi- 
ness, what would you require to enable you to certify to the 
correctness of the inventory of merchandise that they had pre- 
pared? 

4. What means would you employ to verify the usual cash 
receipts of the average social club? 

5. Give at length your views on the “ethics” of accountancy. 


Group II 

6. Assuming that you are a certified public accountant and 
employed as auditor by a corporation, state what you would 
consider it your duty to do in order to safeguard your clients 
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regarding the fire insurance that they carry on their stock of 
merchandise. 

7. A foreign agent of a life insurance company sends monthly 
the following data: a report showing his receipts and disburse- 
ments, with dates; vouchers supporting the disbursements; list 
of overdue premiums; a statement of his daily cash balances in 
bank, supported by a certificate from his bank as to his closing 
balances. How would you audit his report? 

8. A company has acquired, at $90 per share, 100 shares of 
its own capital stock, of the par value of $100 per share. Its 
balance sheet shows treasury stock $9,000. Is this correct? If 
so why? If not state how you would adjust the books. 

g. Describe briefly the way you carried out an audit which 
you planned and conducted personally. 

10. In auditing the books of a corporation capitalized at 
$250,000 you find that three years previously they acquired the 
business of a copartnership included in which was an asset called 
goodwill valued at that time at $25,000, since which the same 
has not been written down. The average profits of the corpora- 
tion for three years have been 9% on the capitalization. How 
would you treat the item goodwill? Give reasons. 


Group III 

11. What steps would you take to audit the Notes Receivable 
Purchased and the Notes Receivable on Commission held by a 
commercial paper house, to satisfy yourself that there had been 
no fraud by substitution? 

12. The cashier of a concern is at the same time its book- 
keeper. During his absence on vacation slight irregularities are 
discovered and you are engaged to audit his books. He returns 
on the day you begin your audit and admits a defalcation of 
$5,000. Knowing that his receipts were supposed to be deposited 
daily in the bank, state the steps that you would take to ascertain 
the truth of his admission. 

13. The result of your count of the “cash on hand” at a 
large agency on January 1, 1912, discloses: 


Cash items supported by properly signed vouchers: 

Jan. 14, 1908. Sub-agent Jones ...............0.000e- $200.00 
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July 20, 1909. Sub-agent Thomas ................... 140.00 

Aug. 20, 1909. Sub-agent Vincent ................006. 75.00 

Sept. 30, 1910. Sug-agent Nelson .................... 230.00 645.00 
Cash balance as per general ledger ................... $3,108.19 


Does this count complete your duty as an auditor? If you 
consider that further steps are necessary state what you would do. 


14. What instructions would you give to a junior accountant 
to whom you had entrusted the audit of the account Investment 
in Bonds and mortgages appearing on the books of a trust 
company ? 

15. You find that a concern whose books you are auditing 
has capitalized the amount of royalties that it would have had 
to pay on the sales of a three years’ period if it had not owned 
the patents. On the increase of surplus thus obtained the di- 
rectors have declared a stock dividend. Would you consider 
yourself called on to criticize the action of the directors? If so 
state what would be the character of your criticism. 


ANSWERS TO AUDITING QUESTIONS 


Answer No. 1 


Require the production of all books of account kept by the 
concern, and of all subsidiary records and memoranda pertain- 
ing thereto; make complete list of these documents, stating the 
titles borne by the books themselves, the names by which they 
are known to the persons in charge of them, and the technical 
terms given to them by accountants. List the names of the 
persons in charge of, and responsible for, each record, and ear- 
mark every document in such a manner as to insure absolute 
identification. 


Become familiar with the general nature of the enterprise, 
its financial and business policy, its sources of income, its chan- 
nels of disbursements, and its accounting methods, including the 
system in vogue in regard to making, posting and filing vouchers, 
invoices, receipts, and all other documents likely to have a 
bearing upon the audit. 
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If the concern is a manufacturing one, obtain as much in- 
formation as possible in regard to manufacturing processes, fac- 
tory organization and management, and conditions prevailing in 
similar enterprises. 


Answer No. 2 


That species of cumulation of clerical functions which 
entrusts the cashier with the keeping of ledgers containing per- 
sonal accounts, is the most obvious fault of office organization. 
It makes it possible for the “Bookkeeper-Cashier” to commit 
fraud not easily detected, by: 

a. Permitting him to substitute fictitious credits in connec- 
tion with merchandise returned, allowances on defective 
goods, discounts, overcharges, etc., etc., for actual cash 
receipts, which he is thus enabled to appropriate. 

b. Making it easy for him to withhold cash receipts for in- 
definite periods before entering them in the cash record, 
while, at the same time, recording them to the credit of 
th customers in their ledger accounts. 


c. Enabling him to enter to the debit of impersonal accounts, 
cash disbursements which are properly chargeable to per- 
sonal accounts. This practice permits the “Bookkeeper- 
Cashier” to secure the duplicate payment of creditor’s ac- 
counts, and to divert to his own fraudulent use the funds 
first improperly charged to impersonal accounts. 


Answer No. 3 


1. Ascertain whether the inventory record produced is the 
original document, or a copy thereof. 


If an original document, require the person under whose 
supervision it has been taken in each department, to certify in 
writing to the accuracy of the quantities recorded. If a copy, 
take or cause to be taken, such steps as will guaranty that it is a 
certified, thorough, and accurate transcript of the original docu- 
ment. 

2. In either case: (a) investigate carefully the effect of all 
changes in quantities and in money values said to have been due 
to errors, and ascertain the legitimacy of the reasons given for 
the changes; (b) ascertain, by means of comparison with in- 
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voices, whether or not the prices used for the computation of the 
inventorial values are not higher than cost. 

3. Summarize the inventory by classes of merchandise, and, 
if possible, compare the results thus obtained, with the preceding 
inventories, to determine: 

1. Whether or not unsaleable of obsolete goods are accumu- 
lating, and, if so, what provisions are made for deprecia- 
tion. 

2. Whether or not considerable fluctuations in prices have 
obtained during the period. 

4. Check the footings of the entire inventory, and test the 

extensions. 

5. Further steps depend upon the nature of and the conditions 
prevailing in the business, as well as upon the importance of the 
discrepancies which have developed during the audit. 


Answer No. 4 

Ascertain, from an authoritative and up-to-date list of mem- 
bers, and from the membership committee’s minute book, that 
all initiation fees, dues and assessments, have been recorded in 
the members’ ledger. Obtain, if possible, the original charge 
slips signed by the members for the different club privileges 
which they have enjoyed, and check them against the members’ 
ledger. Check all receipts from members into the subsidiary 
ledger the accuracy of which has been ascertained as described 
above ; verify further, if the filing system permits, by comparing 
the cash book with the duplicates, stubs or counterfoils, of the 
receipts issued to members upon settlement. Unless objectionable 
to the board of governors, send to each member a detail state- 
ment of his account, asking for confirmation thereof. 


Answer No. 5 

Mixing with all classes and all types of men, meeting his 
clients socially as well as in a business way, the accountant should 
be a man-of-the-world, a “gentleman,” with all that the word 
implies. In order that he may uphold anywhere and in any 
medium whatsoever the dignity of his profession, the account- 
ant must possess qualities which no training can give if he 
has not received them at birth, and qualifications which only the 
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broadest education and the hardest kind of work will secure for 
him. 

He should place the ideals of his profession above personal 
ambition, and allow no consideration of the weakness and short- 
comings of his brother accountants to alter his decision to 
remain faithful to the code of ethics which he has written for 
himself. To the crying demands of his materialistic self, he must 
oppose the aspirations of his professional mind; he must not 
advertise his willingness to demonstrate his ability, court the 
favor of the clients of a brother accountant, be a party to a 
fraud of any kind, shrink from telling the truth irrespective of 
consequences, and fear to lose a client by taking a stand which 
his conscience demands him to take. He must be serious, industri- 
ous, essentially honest, full of reverence for the noble precedents 
established by those who have preceded him in the arduous field of 
accountancy, alive to the dangers which besiege him at all hours 
of the day, and willing to sacrifice his welfare to his ideals, and 
to his love for his profession. 


Answer No. 6 


Compare the policies of insurance with the record thereof 
and examine each policy to ascertain: (a) that the stock of mer- 
chandise is described in precisely the same words in each policy, 
and that its location is likewise properly and concurrently de- 
scribed in each policy; (b) that the description of the mer- 
chandise, as found in the insurance contract, reflects fully, fairly 
and adequately, the merchandise which the policy is supposed to 
cover as shown by inventory; (c) that the co-insurance clause 
(if any) is concurrent in all the policies covering the same prop- 
erty; (d) that special privilege clauses are concurrently re- 
corded on each policy; (e) that if a chattel mortgage exists 
against the merchandise, each policy bears evidence that the in- 
surance company has been notified thereof and the mortgage 
clause duly attached. 


2. Determine the amount of insurance carried during each 
month under audit, and compare the amount with the average 
merchandise stock during that month. This is to ascertain 
whether or not the insured was either over or under-insured, 
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and if under-insured, to what extent he had become a co-insurer’ 
under the terms of the policies. 


3. Generally speaking, ascertain that in all other respects the 
corporation is observing the terms of the contract of insurance 
as stated in the policies. 


Answer No. 7 


1. Analyze the agent’s report in such a manner as to obtain, 
day by day, the amount of cash which he should have on hand; 
compare this analysis with the statement of daily balances fur- 
nished by the bank, note all differences, and ascertain how they 
originated. The importance of this procedure is indicated by 
the ease with which a foreign agent could report as overdue, 
premiums which in reality have been collected, and as disbursed 
in one given month, benefits under policies for which he would 
settle only in subsequent periods. In this manner, he could ar- 
range to have in bank, on the last day of every month, an amount 
of cash corresponding exactly with the balance shown by his 
report, obtain a bank certificate therefor, and successfully cover 
shortages and misappropriations of funds. 

2. Note all disbursement vouchers which are said to be miss- 
ing, owing to the delay on the part of the policyholders, or to the 
time which it takes to communicate back and forth between for- 
eign agencies and their sub-agencies; in subsequent audits, com- 
pare carefully the date of these documents with the dates at 
which they appear in the agent’s reports of prior periods. 

3. If it is found that in the particular agency from which the 
report comes, it is made to appear that the majority of the policy- 
holders take advantage of the thirty or sixty days of grace which 
the payments of premiums carry, suggest that the company take 
some means of ascertaining whether or not the conditions shown 
by the agent’s reports exist as a matter of fact. 

4. If agents’ commissions are involved in the agency dis- 
bursements, compare their rate with the data appearing in the 
book of agents’ contracts kept at home office, and ascertain, by 
tests, whether or not the policies on which commissions are paid 
are still in force. 


Answer No. 8 
The balance sheet of the company is not correct, since it 
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shows “Treasury Stock” which is an asset of the corporate 
entity, as worth $9,000, while the company’s stock liability there- 
for, to stockholders, is included at a value of $10,000 in the 
liability account Capital Stock. The books should be adjusted 
as follows: 


To discount and premiums on treasury stock... $1,000.00 


To increase the former asset account by the 
amount of the discount gained by the company 
at the time of the purchase of its own stock. 
The account distounts and premiums on treasury 
stock is to remain open until all the treasury 
stock has been sold, or otherwise disposed of. 
At that time, the net of the account will be 
applied according to the directions of the board 
of directors. 


Note. The discounts and premiums could also 
be closed periodically into the profit an dloss account. 


Answer No. 9 


It is believed that this question is far too good a test of the 
qualifications of the individual candidates to be answered even 
in an unofficial way. Since the C. P. A. certificate cannot be 
granted to one who has not had practical experience, it should 
not be possible for one not so equipped, to answer questions of 
this type. 


Answer No. 10 

It is often said that a common basis for the valuation of good- 
will is as follows: 

From the total of the average net profits for a certain num- 
ber of years, deduct 7% on the capitalization, this being the 
return which the average business man expects to obtain from 
his invested wealth; the balance is goodwill. 

The question as expressed here, does not, it is true, state 
the number of years of profits purchased by the corporation. But 
for the sake of argument, we may assume it to have been, say 
five years. On this basis, the ratio of profit for three years 
having averaged 9% on the capitalization, and 7% being deducted 
therefrom, there is left 2% a year earned through the investment 


317 


q 
q 
q 
g 
q 


The Journal of Accountancy 


of capital in goodwill. If we were to write down the value of 
goodwill within five years, the amount of the writing off would 
eliminate the very profits which the acquisition of the asset has 
made possible. 

It is evident that, under the conditions the concern was 
justified in allowing goodwill to remain undisturbed. 


Answer No. 11 


1. The production of all “Notes Receivable Purchased” and 
“Notes Receivable on Commission” still in the hands of the con- 
cern at the date of the audit, should be demanded. Two lists 
should then be made. One for each class of notes, stating in 
full all the information which may be of use to prove the ac- 
curacy of the books as well as the status of the assets. While 
the lists are being made, each individual note should be ex- 
amined carefully, to determine its genuineness. 

2. After the lists are completed, their money amounts should 
be compared with the balances of the general ledger controlling 
accounts “Notes Receivable Purchased” and “Notes Receivable 
on Commission.” 

3. An abstract of the subsidiary records containing the detail 
of the notes transactions of the period should then be taken in 
such a manner as to support in every respect the data furnished 
by the lists. 

The importance of this latter step, lies in the fact that notes 
received on the day of the audit or after the closing of the books, 
may be submitted to the auditor in such a way as to support 
balances shown by the books, and, at the same time, cover the 
fraudulent use of notes received in prior periods. If, however, 
the abstract of the subsidiary records agrees with the lists in 
every respect, even as to names of customers whose notes have 
been purchased or accepted for ultimate disposition subject to 
commission, no substitution has taken place, and the books may 
be said to be correct. It might, however, be advisable to obtain 
confirmation from the makers of the notes, as to the genu- 
ineness of the instrument; but this proof is not always 
available, owing to the unwillingness of the clients to submit to a 
test which, they often claim, may be understood as an indication 
that the honesty of some one connected with the firm is involved. 
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Answer No. 12 

1. Obtain from the bank a transcript of the account of the 
concern as a depositor, and compare this statement with the 
transactions reflected by the cash book, noting all differences in 
receipts deposited. 

2. If possible, obtain direct from customers and creditors, 
with the approval of the client, a verification of all ledger bal- 
ances. Investigate, prove and list any differences which may 
develop as a result of this test. 

3. Scrutinize carefully all credits, other than cash, given to 
customers, as appearing in their accounts. List all such credits 
which are either unsupported by vouchers properly approved by 
the officers of the concern, or which have originated in the 
journal. Submit this list to the client, and ascertain whether 
or not he had knowledge of the transactions reflected thereon. 

4. Vouch all cash disbursements as recorded, being careful to 
specially mark all vouchers, receipts, invoices, etc., at time of 
examination, to prevent their being produced twice. 

5. Check footings of cash receipts and disbursements. 

6. Require the defaulter to give full power of attorney to a 
trusted representative of the client, and, through him, obtain 
transcript of the defaulter’s personal bank account. Connect, 
if possible, the deposits made by him in his own account, with 
the differences which the investigation has brought to the sur- 
face as revealing misappropriations of funds. 


Answer No. 13 

The auditor has not attended to his full duties in this re- 
spect, and the cash balance is not satisfactorily vouched. He 
should require up-to-date receipts for the funds held by the 
various sub-agents, to take the place of those stated by the 
question. The fact that $200 was paid to Sub-Agent Jones in 
January, 1908, for instance, although attested by a properly 
executed voucher, is no evidence that Jones is still an agent, that 
the company has a claim against him, and that the money has not 
been refunded to the cashier in the intervening period. The 
auditor should require the sub-agents’ funds to be carried in a 
separate account, subject to periodical accounting. 


Answer No. 14 
The audit of this kind of investment could hardly be entrusted 
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to a “junior” accountant, unless his training and education were 
such as to guarantee that he will be able to understand and 
follow the following instructions: 

1. General information which the subsidiary books or record 
should contain: Name of mortgagor, amount of the loan, date 
of the mortgage, and maturity thereof; location and description 
of the premises; date and amount of appraisal of property, and 
by whom made; amount of fire insurance carried; name of in- 
surance company, number of policy, date of issue and termina- 
tion, amount of premiums and by whom payable; date and amount 
of interest payable under the mortgage, date and amount of 
payments; partial repayments of principal if the mortgage is 
repayable in installments. 

2. Information as to the asset. 

The bond is the instrument, the mortgage is the security 
therefor; the bond may be of an amount greater than the loan, 
but the only amount collectible by the mortgagee is the amount 
of his advances, including: 

(a) the loan itself, (b) subsequent payments made by him 
for the security of the pledge, such as the payment of delinquent 
taxes and assessments which should have been paid by the 
mortgagor, and which, if allowed to remain unpaid, would have 
exposed the property to seizure; and the payment of fire in- 
surance premiums also payable by the mortgagor, the non-pay- 
ment of which invalidates the contract of insurance which is 
tne security of the investor so far as destruction of the pledge 
by fire is concerned. The bond also covers interest defaulted, 
and all necessary expenses incurred by the mortgagee in case 
of foreclosure proceedings. The fee for recording the mort- 
gage is held by courts to be incurred for the benefit of the 
mortgagee, and not to be chargeable to the mortgagor unless the 
indenture states that the latter will pay “All cost.” 

Note and report all cases when the mortgage is said to be 
“out for recording,” so that in subsequent audits, their return 
may be ascertained. 

3. Acounting. 

The subsidiary mortgage books should be abstracted in such 
a manner as to show: (a) the cash advances for loans; (b) the 
cash advances for necessary expenses, and advances other than 
for loans; (c) the renewals at maturity of the mortgages; (d) 
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‘the repayment of principal; (e) the accrued interest not as yet 
-collectible, the interest due and not collected; (f) the collection 
of interest. 


This abstract is to be used to ascertain whether or not the 
transactions appearing in the subsidiary books is supported by 
the sundry books of original entry. 


Answer No. 15 


“Conservative” practice would dictate the periodical writing 
off of “Patents” during the life of the grant, even though re- 
newal and extension may be possible. On the other hand, the 
capitalizing under the name “Patents” of an amount equal to 
the royalties which would have been paid on the sales had the 
patents not been owned, might well be defended by the direc- 
torate of a company whose asset “Patents” represents merely 
the cost of experiments leading to the patent, and the fees paid 
to obtain its legal recognition. 


The progressive growth of the business resulting from the 
species of monopoly which patents afford, would naturally point 
out to the existence of a valuable capital asset, goodwill, whose 
effect on the prosperity of the company will be felt not only 
during the life of the patents, but long after they have expired. 
Hence, if instead of capitalizing goodwill due to patents, the 
directors of the company capitalize patents up to the amount 
which they would represent at fair market valuation, no objec- 
tion would be offered. It would, however, be advisable to insert 
a footnote in the balance sheet, or a remark in the course of 
the comments on the audit, calling attention to the fact that the 
increased value of the asset patents was due to the capitalization 
of royalties charged to the cost of manufacture. 
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EDITORIAL 
Twenty-five Years of Progress 


One feature of the convention of the American Association 
of Public Accountants held in Chicago in September was some- 
what lightly touched upon during the course of the discussions 
but is nevertheless one of the most significant factors to be 
considered. That is the conclusion of the quarter of a century 
of the association’s existence. 

Twenty-five years in the life of a professional body is not 
as a rule a matter of great moment. Most of the professions can 
record centuries of existence and of progress. But in the case 
of the youngest of all the professions—a calling whose full 
meaning is not fully grasped even yet—the passing of the twenty- 
fifth year is a matter of serious import. 

Public accountancy in its modern meaning is less than fifty 
years old. Public accounting in its newest sense comprising, 
as it does, advisory duties in nearly every sphere of corporate 
activity, is younger than the American Association of Public 
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Accountants. Consequently, since the year 1887, when the 
American Association came to birth, an enormous change has 
taken place in the profession of accountancy and an enormous 
increase in the field of endeavor. 

It is a truism to say that public accounting is a rapidly 
developing profession but it may be pardonable to reiterate the 
statement on the occasion of such an anniversary as this. The 
American Association of Public Accountants—the national body 
in which practically all minor organizations are constituent parts 
—has been in existence only a few years, and yet in those few 
years it has accomplished a vast amount of work and produced 
much result in the uplifting of the standards of the profession, 
in the stimulation of professional pride, and in the bringing 
together of accountants from all sections of this wide country. 
It is a record of which any association might well be proud. 

It may be said that in a large measure the progress of the 
association has been made possible by the progress of the pro- 
fession ; but the converse of the proposition is also true—namely, 
the progress of the profession is attributable partly to the progress 
of the association. 

No doubt the profession would have advanced greatly had 
there been no association, but it would be folly to assert that 
the progress of either the profession or the association would 
have been equally rapid without the help of the other. If there 
were one thousand accountants working in different parts of the 
country, each one animated by an honest desire to further the 
interests of the profession which he represented, but working 
entirely independently and without any knowledge of the efforts 
made by his fellow accountants, the moral and ethical standards 
of the profession would be advanced variously ; but no tangible, 
permanent progress could be made without some sort of organ- 
ization and cooperation. It was simply an application of the 
old adage, Union is Strength, which brought into being the 
American Association of Public Accountants. 

A thousand accountants working in unison have raised the 
profession to a permanent height above which it may go but 
below which it can never be allowed to fall so long as the united 
effort of such an organization continues. 

It has been said that the association has fallen short of the 
summit of its potential usefulness. This is undoubtedly true. 
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The association might have done a vast deal more than it has 
done for the profession and the individual members thereof, but 
at a time like this, with a fine record to look upon, it is with 
the things that have been done that we would deal rather than 
with the things which might have been. 

In 1887 a few accountants banded themselves together and 
organized an association of which they themselves could not 
foresee the development. For nearly a score of years this 
association progressed slowly, increased in numbers gradually 
and accomplished a considerable result. Then came a time when 
by fusion of related organizations the association became the 
national body. From that time onward the association has ad- 
vanced with rapidity. The increase in membership has not 
been so rapid as some have wished, but the standards have been 
kept high and there is a tendency to raise them higher. The wel- 
fare of the profession has been zealously guarded whenever and 
wherever an opportunity occurred for the association to take an 
active interest without infringing the rights of any state society. 

It means something today to have upon one’s office wall the 
certificate of membership in this association of public account- 
ants. It means more probably than any one of the original 
founders of the association would have conceived possible in so 
short a time. 

When we come to an angle in the road, however, it is as well 
to look ahead somewhat and not to pay overmuch attention to 
retrospect. Accordingly while we may be proud of that which 
has been accomplished by the American Association of Public 
Accountants during the twenty-five years now ended, we must 
also look ahead. Probably the leaders of the profession today 
can form some idea of the growth and progress which will mark 
the next quarter of a century but we doubt if any of them would 
venture to predict what will be the standing of the association 
on its fiftieth birthday. The future is bright—of that we may 
be sure; but to what extent we shall advance or along exactly 
what road we shall go no one can foresee. There is opportunity 
for an immensity of work and benefit; and in the years which 
are coming there will be an increasing interest among members 
of the association in the work of the organization, and the power 
of united strength will be better understood. 


The progress that has been made has been principally due 
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to the work of a very few men. A great majority of the mem- 
bership takes little interest, or, if the interest is felt, it is not 
displayed. A very small percentage of the total membership 
could honestly be described as active in association affairs. It 
is permissible, therefore, to take this occasion to urge upon mem- 
bers in every part of the country to give evidence of their interest 
and pride in the association by joining the ranks of those who 
work for the association’s good. It is something to have a long 
roll of membership, even if many of the members are merely 
passively interested; but it would be a great deal more to have 
a roll of membership in which activity was the rule and not the 
exception. The twenty-fifth anniversary of the American Asso- 
ciation affords a good opportunity for some of the passive to 
come over into the active mood. The number of workers is 
increasing year by year and no doubt before long will have 
reached a fairly high percentage of the whole, but it seems to 
us that in looking over the record of what has been done and 
remembering the amazing possibilities of the future every mem- 
ber should be not only willing but eager to do his part in the 
labor of the association. 

The American Association of Public Accountants is the rep- 
resentative organization of the profession in this country. It 
has a fine record for its first quarter-century of existence. 

Certainly such an occasion as this should arouse to enthusi- 
astic effort every man who is a member of an association which 
has done so much in so short a time and whose work for the 
future presents so many alluring possibilities. 
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Where the West Begins 


Editor, The Journal of Accountancy: 


Apropos the most delightful entertainment afforded at the recent 
annual meeting in Chicago on the part of the Illinois Society, I feel 
compelled to submit for publication the following poem, the author of 
which is unknown to me, and ask its publication in your columns. 

Yours very truly, 
H. M. Tempe. 
Saint Paul, Minnesota, September 27, 1912. 


WHERE THE WEST BEGINS 


Out where the handclasp’s a little stronger, 

Out where a smile dwells a little longer, 
That’s where the West begins. 

Out where the sun’s a little brighter, 

Where the snow that falls is a trifle whiter, 

Where the bonds of home are a wee bit tighter, 
That’s where the West begins. 


Out where skies are a trifle bluer, 
Out where friendship’s a little truer, 
That’s where the West begins. 
Out where a fresher breeze is blowing, 
Where there is laughter in every streamlet flowing, 
Where there’s more of reaping and less of sowing, 
That’s where the West begins. 


Out where the world is in the making 

Where fewer hearts with despair are aching: 
That’s where the West begins. 

Where there is more of singing and less of sighing, 

Where there is more of giving and less of buying, 

And a man makes friends without half trying— 
That's where the West begins. 
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ConpbucTEeD BY JoHN R. WitpMman, M.C.S., C.P.A. 
ProsLeM No. 10 (DEMONSTRATION ) 


The following is a trial balance taken from the general ledger 
of Johnson, Morton & Swift, a copartnership, after closing 
August 31, 1912: 

Debits: Land and buildings, $200,000; equipment, $40,000 ; 
furniture and fixtures, $8,000; motor trucks, $9,000; goodwill, 
$50,000; materials and supplies, $43,297.52; goods in process, 
$14,782.47; finished goods, $18,325.75; cash, $12,947.82; ac- 
counts receivable, $23,478.31; notes receivable and _ interest, 
$8,098.47; advertising paid in advance, $800; insurance unex- 
pired, $360; consignees, $3,827.95. 

Credits: Bond and mortgage payable and interest, $50,500 
(interest 6%, payable July 1 and January 1, last paid July 1, 
1912); taxes accrued, $1,752; salaries and wages accrued, 
$257.32; accounts payable, $65,843.17; notes payable and inter- 
est, $25,135.20; M. T. Johnson, proprietorship, $100,425.68; B. 
L. Morton, proprietorship, $86,318.47; E. W. Swift, proprietor- 
ship, $98,858.50; consigned sales, $3,827.95. 

According to the terms of the articles of copartnership, in 
the event of the death of a partner, the accounts were to be 
stated at the end of the month in which the death occurred and 
the business was to be liquidated forthwith. The surviving 
partners were to receive as compensation for such services, 
10% of all cash collected. 

Morton died on August 20. The surviving partners pro- 
ceeded in accordance with the agreement and effected the fol- 
lowing transactions: Motor trucks were sold for $5,275; the 
land, buildings, equipment, furniture and fixtures were sold to 
a concern which took over the mortgage, agreed to pay the taxes 
and paid Johnson, Morton & Swift, $175,000; the salaries and 
wages accrued were paid; the surviving partners took over the 
material and supplies, goods in process and finished goods at the 
book values; the notes payable of $25,000 were paid with 
interest amounting to $197.70; accounts receivable were col- 
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lected except $782.54 and $324.57 which represented the balance 
due from a concern in bankruptcy which had paid its final liqui- 
dation dividend; the creditors were paid in full; the notes 
receivable were discounted, realizing, $8,043.86; the insurance 
policies were transferred to the concern which purchased the 
building in consideration of $360, the amount of the unexpired 
insurance which was received; no arrangements could be made 
with the advertising agents to transfer the account for advertis- 
ing; the balance of cash was distributed among the estate of the 
deceased and the surviving partners. 
From the foregoing set up: 

(a) Cash account. 

(b) Profit and loss account. 

(c) Proprietorship accounts of partners. 


SOLUTION TO ProBLEM No. 10 


The first step in the solution consists in raising the trial bal- 
ance from the accounts given in the text. Careful scrutiny of 
the accounts reveals the fact that the trial balance has all the 
essentials of a balance sheet. The notes receivable are seen to 
include the accrued interest. The same is true of the bond and 
mortgage payable and the notes payable. Accruals are im- 
portant items in stating the accounts for the purpose of settle- 
ment. In this case all accruals appear to have been spread on 
the books. There is no reserve for depreciation. This, how- 
ever, in a situation of this kind is not essential, since the property 
is subsequently sold. If such reserve had existed, while it would 
have decreased the proprietorship in this or prior periods, it 
would also have decreased the loss on the property at the time 
of sale. 

The stipulations in the contract of copartnership relative to 
the stating of the accounts are perhaps unusual but decidedly 
practical. Many hours of labor and annoyance would be saved 
if all copartnership agreements were to provide for the stating 
of the accounts in such manner in the case of death. To liqui- 
date a business upon the death of a partner and pay the surviv- 
ing partners a commission for liquidating is also the exception 
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rather than the rule; but it must be remembered that the partners 
may contract to do anything not illegal and the contract must 
govern. 

Obviously the solution to the problem is decidedly easy in so 
far as what is to be done is concerned. The assets must be con- 
verted into cash; the liabilities liquidated; the losses accounted 
for; the surviving partners compensated for their services as 
liquidators and the remaining cash distributed among all the 
parties interested. The question arising then becomes one of 
method. 

The standard working sheet is always available. To use it 
in this case would be set up the trial balance; frame and post 
the journal entries incident to realization and liquidation and 
apply the items appearing in the adjustment column to the re- 
spective figures in the trial balance. Anticipating the result it 
will be seen that there would be no necessity for a fourth column 
since the accounts would be closed out automatically by the 
posting of the journal entries, if the figures were correct. 

A briefer method would consist in the use of a modified 
working sheet such as that shown below. With this working 
sheet the journal entries are eliminated and altogether the 
process is not as clean cut as in the first case. Brevity is its 
recommendation but its use is attended with some confusion 
and danger of inaccuracy in the result. 


Trial Cash Profit and 
balance receipts loss items 
August anddis- and pro- 
31, 1912 Offsets bursements prietorship 
Land and buildings ....... $200,000.00 
40,000.00 } $ 52,252.00 $175,000.00 $ 20,748.00 
Furniture and fixtures ..... 8,000.00 
Motor trucks ............. 9,000.00 5,275.00 3,725.00 
50,000.00 50,000.00 
Materials and supplies .... 43,207.52 43,207.52 
Goods in process ......... 14,782.47 14,782.47 
Finished goods ........... 18,325.75 18,325.75 
Accounts receivable ....... 23,478.31 22,371.20 1, 107.11 
Notes receivable and interest 098.47 86 54.61 
Advertising pd. in advance. 800.00 800.00 
Insurance unexpired ...... .00 360.00 
05 3,827.95 


$432,018.29 $132,485.69 $223,007.88 $ 76,434.72 
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Bond and mortgage payable 


and interest ............ $ 50,500.00 $ 50,500.00 
Temes ............ 1,752.00 1,752.00 
Salaries and wages accrued 257.32 $ 257.32 
Accounts payable ......... 65,843.17 65,843.17 
Notes payable and interest 25,135.20 25,197.70 *$ 62.50 
M. F. Johnson, proprietor- 
100,425.68 38,202.87 10,552.50 51,670.31 


B. L. Morton, proprietorship 85,31 47 51,670.31 
E. W. Swift, proprietorship 98,858.50 38,202.87 10,552.50 50,103.13 
Consigned sales ........... 3,827.95 3,827.95 


$432,918.29 $132,485.69 $112,403.19 $188,020 41 


* Debit among credits. 


This working sheet leaves something to be desired in the 
way of explanation. Each section proves separately by cross- 
footing the last three columns, thus establishing the mathematical 
accuracy of the work; assets and liabilities are all accounted 
for; the cash receipts and disbursements articulate with the re- 
spective complementary accounts but the balance of cash ($111,- 
594.69) does not agree with combined proprietorship accounts 
($188,091.91). The difference is $76,497.22. Careful inspection 
will discover that the losses have not been distributed on the 
working sheet. If to the total of $76,434.72, as shown in the 
profit and loss column in the upper section, there is added $62.50 
representing additional interest paid on notes payable, it will be 
seen that the amount is $76,497.22. If this amount then were 
to be divided equally among the partners’ accounts the balances 
would show the respective portions of $111,594.69 in cash which 
each would receive. 


The items of $10,552.50 appearing opposite the capital ac- 
counts of Johnson and Swift represent the commission (10% 
of $211,050.06) which they received for their services in settling 
up the affairs of the copartnership. The question may be raised 
as to the prevalence of such practice. It is sufficient to say that 
it has been known to occur and upon investigation the justice of 
it will be apparent. At the close of business on August 31, 
1912, the business stopped automatically. The surviving part- 
ners were obliged to devote their attention to liquidating it. They 
were not free to offer their services elsewhere or engage in 
other business and they were paid for their services in winding 
up the affairs of the firm. The charge for their compensation is 
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made to profit and loss and credited to their capital accounts in 
equal parts. If the propriety of making the charge to profit and 
loss is questioned, a moment’s thought will reveal the fact that 
the only other place where it might be charged, namely, Mor- 
ton’s account, would be a highly improper place since it would 
have the effect of making Morton’s estate stand the entire ex- 
pense of liquidation. 
The accounts required by the problem follow: 


CASH 
1912 1912 

Aug.12 Balance ....... $ 12,947.82 Salaries & wages$ 257.32 
Motor trucks ... 5,275.00 Accounts 65,843.17 
Land, ofc. ...... 175,000.00 Notes payable... 25,197.70 
Accounts rec.... 22,371.20 Commission .... 21,105.00 
Notes rec. ...... 8,043.86 M. T. Johnson.. 74 

Insurance ...... 360.00 Est. B. L. Mor- 

E. W. Swift.. 121 _ 
$223,997.88 $223,907.88 


PROFIT AND LOSS ACCOUNT 


1912 1912 
Land, buildings, —_ M.T. om -$ 32,534.07 
shen $ 20,748.00 Est. L. Mor- 
Motor trucks .. 3,725.00 ay 32,534.08 
Goodwill ....... 50,000.00 E. W. Swift.... 32,534.07 
Accounts rec. .. ‘1,107.11 
Int. on notes rec. 54.61 
Advertising .... 800.00 
Interest on notes 
payable ...... 62.50 
Commission .... 21,105.00 
$97,602.22 $07,602.22 


M. T. JOHNSON 


—— Mdse,, etc. ..... $ 38,202.87 aa A Balance ........ $100,425.68 
10,552.50 Commission .... 10,552.50 

29,688.74 
$110,978.18 $110,978.18 
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ESTATE OF B. L. MORTON 


1912 1912 
$ 32,534.08 Aug.31 Balance ....... $ 86,318.47 
53,784.39 
$ 86,318.47 $ 86,318.47 
E. W. SWIFT 
1912 1912 
Mdse., etc. ..... $ 38,202.87 Aug.31 Balance ....... $ 98,858.50 
10,552.50 Commission .... 10,552.50 
32,534.07 
28,121.56 
$100,411.00 $109,411.00 


No. 10-A (PRACTICE) 


The following is a trial balance taken from the general ledger 
of Barnum, King & Wheeler, a copartnership, after closing 
August 31, 1912: 

Debits: Land and buildings, $250,000; equipment, $50,000 ; 
furniture and fixtures, $10,000; motor trucks, $10,000; goodwill, 
$60,000; materials and supplies, $34,257.92; goods in process, 
$15,872.74; finished goods, $20,523.57; cash, $14,147.28; ac- 
counts receivable, $25,874.13; notes receivable and _ interest, 
$10,125.32; advertising paid in advance, $1,000; insurance un- 
expired, $540; consignees, $2,421.18. 

Credits: Bond and mortgage payable, and interest, $50,500 
(interest 6%, payable July 1 and January 1, last paid July 1, 
1912) ; taxes accrued $1,940; salaries and wages accrued, $325; 
accounts payable, $75,348.77; notes payable and interest, $35,- 
148.37; A. Barnum, proprietor, $113,500; B. King, proprietor- 
ship, $125,000; C. Wheeler, proprietorship, $103,000; consigned 
sales, $2,421.18. 

The articles of copartnership specified that, in the event 
of the death of a partner or partners, the accounts were to be 
stated at the end of the month in which the death or deaths 
occurred and the business was to be discontinued and liquidated. 
The surviving partners were to receive as compensation for such 
services 10% on all cash disbursed. 
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Barnum and King were killed on August 23 and Wheeler 
proceeded to realize and liquidate. The transactions were as 
follows: Motor trucks sold for $6,000; land, buildings, equipment 
and furniture were sold to Benton & Hughes who took the 
property subject to the mortgage and taxes and paid $180,000 
in cash; the salaries and wages were paid; Wheeler took over 
the working and trading assets at their book value; the notes 
payable and interest were paid; accounts receivable were col- 
lected except $875.13 which was written off; the creditors were 
paid in full; the notes receivable were discounted realizing 
$10,087.25; insurance policies realized $500; advertising con- 
tracts realized $800; the balance of cash was distributed among 
the estates of the deceased and the surviving partner. 

From the foregoing prepare: 

(a) Cash account. 
(6) Profit and loss account. 
(c) Proprietorship accounts of the partners. 
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ANNUAL MEETING, CHICAGO, SEPTEMBER, I912 


The annual meeting of the American Association of Public 
Accountants was held in Chicago on September 16th, 17th, 18th 
and 19th. The attendance at this convention was exceptionally 
large and the interest manifested in the proceedings from be- 
ginning to end was a gratifying indication of the increasing im- 
portance which attaches to the national body of accountants. 

Because of the central position of Chicago and the unusually 
attractive programme prepared by the association’s hosts, The 
Illinois Society of Certified Public Accountants, nearly every 
state society was directly represented. Delegates from the At- 
lantic and Pacific seaboards, from the Gulf coast and the north- 
ern frontiers, were present and during the many interesting 
discussions which occurred the voice of each part of the country 
was heard. 

The social features of the convention were remarkable in 
their variety and varying attractiveness. Visitors haJ not a 
single dull moment and there is no doubt that the effect of this 
closer acquaintance between members of the profession will have 
a vastly beneficial effect upon the association as a whole. 

The sessions of the convention were held at La Salle Hotel. 

At a regular annual meeting of trustees held on Monday there 
was a large attendance. Reports of officers, committees and 
state societies were read and the following new members were 
elected : 

Fellows at Large: 

L. E. Cahill, Anadarko, Okla. 
Ralph J. Austin, Houston, Texas. 


California State Society of Certified Public Accountants 
Fellow: 


James O. Sully, C.P.A. 


The Colorado Society of Certified Public Accountants 
Fellows: 


Albert E. Hamilton, C.P.A. 
C. W. Collins, C.P.A. 
J. von Tobel, C.P.A. 
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Illinois Society of Certified Public Accountants 
Fellows: i 
Herbert Beck, C.P.A. | 

G. S. Craggs, C.P.A. 
Charles Kier Davis, C.P.A. dl 
Francis R. Roberts, C.P.A. q 

John K. Laird, C.P.A. | 

W. M. LaClear, C.P.A. 


Maryland Association of Certified Public Accountants of Balti- 4 
more City 
Fellows: i 
Elsa Doetsch, C.P.A. 
Florence Hooper, C.P.A. iif 
Charles H. Schnepfe, Jr., C.P.A. 
Howard P. Page, C.P.A. ! 


Minnesota Society of Public Accountants 

Fellow: 
George H. Malcolmson, C.P.A. | 

Associates : | 
George L. Doyle 4 
Emil Kroeger j 
J. E. McGregor | 
Henry K. Pratt a 
Walter W. Zuehlke 


Missouri Society of Certified Public Accountants 
Fellows: 
Edward J. Dillon, C.P.A. 
James M. McShane, C.P.A. 
Harold Worthington, C.P.A. 
Leslie N. Simson, C.P.A. 


The Society of Certified Public Accountants of the State of New ( 
Jersey 
Fellows: 


J. Fletcher Ruark, C.P.A. 
Frank E. Kennedy, C.P.A. 
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Dora G. Roworth, C.P.A. 

Hamilton M. Ross, C.P.A. 
Associates : 

John Miller 

Sebastian Cabot 

Ira C. Nichols 


New York State Society of Certified Public Accountants 
Fellows: 
William H. Bell, C.P.A. 
Bauke Gaastra, C.P.A. 
Charles A. Nicklas, C.P.A. 
Lawrence W. Scudder, C.P.A. 
James F. White, C.P.A. 
W. A. Campbell, C.P.A. 


Associates : 
Edwin W. Breyer 
Louis Gross 
Harry H. Haight 
Edward A. McAllister 
Sidney J. Syer 
Philip A. Benson 
William W. Goldberg 
Joseph J. Mehl 
John F. D. Rohrbach 
John H. Schnackenberg 
Burt C. Ward 


Ohio Society of Certified Public Accountants 
Fellows: 
C. L. Swearingen 
W. J. Taylor 
H. T. Cuthbert 


Pennsylvania Institute of Certified Public Accountants 
Fellows: 
J. Gordon Hill, C.P.A. 
August Hiller, C.P.A. 
Horace P. Griffith, C.P.A. 
Frank Wilbur Main, C.P.A. 
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The Rhode Island Society of Certified Public Accountants 
Fellow: 
Adin §. Hubbard, C.P.A. 


Washington Society of Certified Public Accountants 
Fellow: 
G. L. Landon, C.P.A. 


Wisconsin Association of Public Accountants 
Fellows: 
William A. Fricke 
St. John Powers 
William Sutherland 


On Monday afternoon an informal reception was held at 
the hotel and in the evening the visitors were entertained at the 
theatre. 


On Tuesday morning the opening session of the convention 
was held. On behalf of the Illinois Society Mr. Arthur Young, 
the president, extended a hearty welcome to the association. 
On behalf of the city, Mr. John W. Beckwith, the assistant 
corporation counsel, welcomed the delegates. 

After a humorous repsonse by Mr. Geijsbeek the meeting 
was addressed by Mr. Horace Woodburn Kirby, vice-president 
of the Institute of Chartered Accountants of England and Wales. 
Mr. Kirby brought greetings from the accountants of Great 
Britain and wished the association Godspeed in its efforts to 
elevate the profession. 

Mr. Arthur Edward Greene, president of the Society of 
Incorporated Accountants, also brought greetings from England 
and congratulations on the progress of accountancy in America. 

Mr. George Usher Stiff, representing the Dominion Associa- 
tion of Chartered Accountants, Mr. Arthur K. Bunnell, repre- 
senting the Institute of Chartered Accountants of Ontario, Mr. 
John Hyde, of Montreal, Mr. H. M. Cherry, representing the 
Institute of Chartered Accountants of Manitoba, Mr. Charles 
B. Gladwell, representing the Institute of Chartered Accountants 
of Saskatchewan, and Mr. George R. Webster, representing the 
Institute of Accountants and Actuaries of Glasgow, Scotland, 
conveyed messages of congratulation and goodwill from their 
respective societies. 
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Mr. George Wilkinson responded to the addresses of the 
visitors and expressed the cordial welcome extended to them by 
the association. 

By a rising vote on the motion of Mr. John A. Cooper, a 
resolution of appreciation for the work of the late Harry Lloyd 
Price of Manchester was adopted and the Secretary was in- 
structed to forward a copy of the resolution to the Incorporated 
Society of Accountants and Auditors of Great Britain. 

Upon adjournment the delegates were entertained at luncheon 
by individual members of the Illinois Society. 

In the afternoon a paper by Mr. Alexander Smith of the 
firm of Peabody, Houghteling & Company on The Abuse of the 
Audit in Selling Securities, was discussed. 

The second paper of the afternoon was entitled Who Can 
Qualify for Governmental Accounting? by Mr. George E. Fra- 
zer of the Wisconsin bar. 

On both these papers there was a considerable amount of 
discussion and a great deal of interest was evident. 

Following the discussion of papers the report of the creden- 
tials committee was presented and adopted. 

The auditors then made their report which was accepted and 
referred to the incoming executive committee. 

In the evening a reception and dance was given to delegates 
and other visitors at the South Shore Country Club. 

At the opening of business on Wednesday morning the report 
of the by-laws committee was. taken up. 

After prolonged discussion several of the suggested amend- 
ments were rejected. Those that were accepted were largely 
concerned with phraseology. 

A luncheon at La Salle Hotel was given by the Ways and 
Means committee of the Chicago Association of Commerce to 
the American Association of Public Accountants. Mr. Edward 
E. Gore presided and Mr. Edward L. Suffern, the retiring presi- 
dent, and Mr. Herbert M. Temple of Minneapolis, spoke briefly 
on topics of professional interest. 


In the afternoon after the discussion upon by-law amend- 
ments was ended, the report of the committee on model constitu- 
tion was adopted. 


338 


Annual Meeting of American Association 


The convention then proceeded to elect officers for the ensu- 
ing year as follows: 

President, Robert H. Montgomery, C.P.A., New York City. 

Treasurer, James Whitaker Fernley, C.P.A., Pennsylvania. 

Trustees for three years: 

John A. Cooper, C.P.A., Illinois (re-elected). 
W. Sanders Davies, C.P.A., New Jersey (re-elected). 
Edward L. Suffern, C.P.A., New York. 

Trustee for two years to fill the vacancy created by the elec- 
tion of Mr. Montgomery as president: Hamilton S. Corwin, 
C.P.A., New York. 

Auditors William Franklin Hall and George L. Bishop of 
Massachusetts. 

Mr. Waldron H. Rand, president of the Certified Public Ac- 
countants of Massachusetts, Incorporated, on behalf of his so- 
ciety, extended an invitation to the association to hold its next 
annual convention in the city of Boston. Mr. Rand brought 
endorsements of the invitation from the mayor of the city and 
from commercial bodies. 

After expressions of thanks to the Massachusetts society it 
was moved and carried by unanimous vote that the invitation 
of Massachusetts be accepted. 

At a dinner and smoking concert at the Mid-Day Club in the 
evening a remarkably entertaining programme was provided and 
most of the members present were afforded an opportunity to 
display their post-prandial or vocal abilities. 

On this second day of the open convention when the matters 
before the delegates were largely of a business nature a special 
series of entertainments was provided for the visiting ladies. 

On Thursday, September 19th, the delegates were taken by 
special train through the plant of the United States Steel Cor- 
poration at Gary, Indiana. A luncheon was given at the Gary 
Commercial Club, when the newly elected officers were installed. 
A vote of thanks to the United States Steel Corporation for its 
hospitality and courtesy was unanimously adopted. 

At the trustees’ meeting, held after the luncheon at Gary, Mr. 
A. P. Richardson was re-elected secretary; and the following 
executive committee was elected. Messrs. W. Sanders Davies, 
E. W. Sells, J. E. Sterrett, E. L. Suffern and W. F. Weiss. 

The concluding event of the convention was the banauet given 
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at La Salle Hotel on the evening of September 19th. Mr. Silas 
H. Strawn was toastmaster and among the speakers were Mr. 
Eugene U. Kimbark, president Chicago Association of Com- 
merce; the Hon. James R. Mann, minority leader of the House 
of Representatives; Prof. Edmund J. James, University of Illi- 
nois, Mr. Steven S. Gregory, Mr. Arthur Edward Greene, presi- 
dent of the Society of Incorporated Accountants of Great Britain, 
Mr. J. E. Sterrett (who presented the regrets of Mr. Horace 
Woodburn Kirby, unavoidably absent), Mr. George Edwards, 
president Dominion Assocation Chartered Accountants, and 
Mr Edward E. Gore. ; 
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AUDITING—THEORY AND PRACTICE. By Rosert H. Montcom- 
ery, C.P.A. 720 pages. The Ronald Press Company, New York, 
1912. $5.00. 

Accountants as a body will regard with considerable gratification the 
publication of Mr. Roserr H. Montcomery’s Auditing—Theory and 
Practice, which will probably be issued from the press before this num- 
ber of THe Journat is in the hands of readers. Unquestionably the 
most notable book on accounting which has appeared during the year, 
it demonstrates effectively the fact that the progress of the profession 
of accountant and auditor has not failed to keep pace with the develop- 
ment of modern ideas along broad and constructive and at the same time 
sound lines. 

The author has placed the widest interpretation upon the title which 
he has selected for his book. The full discussion into which he enters 
of questions of principle arising in connection with the statement of 
accounts entitles the book to rank among the most useful and prac- 
tical text-books on advanced accounting, while the numerous indications 
of directions in which an audit can be rendered of value to a client, 
beyond the mere verification of the accuracy of the record of past re- 
sults, will commend themselves to every practising accountant and. 
probably strike a new note in the work of many students. 

It is to be feared that the profession suffers in no slight degree from 
the result of audits mechanically made in laborious detail by conscien- 
tious and well-meaning brethren, whose reports, however, have appealed 
to their clients with less personal interest and no more inspiration than 
the genealogies preserved in the Old Testament. The auditor should be 
at all times prepared to afford liberally to his client the benefit of his 
experience as applied to the insight which he has gained into his client’s 
business; and this principle, asserted very clearly by Mr. Montcomery, 
is the factor which of all others will do the most to convince the busi- 
ness world that the professional accountant is by experience and train- 
ing, competent to advise on questions of organization and finance, that 
“systematizing,” so-called, is not foreign to accounting and that “cost 
accounting” is an integral part of accountancy and not without danger 
to be placed in the hands of any but a trained accountant. 

If to the majority of men the definition of double entry bookkeeping 
enunciated by the inimitable Mr. Wimuram J. Locke in The Beloved 
Vagabond will continue to hold good—“It is a nescience whereby human 
aspirations are cribbed within ruled lines and made to balance on the 
opposite side”—it is greatly to be desired that, as regards the profes- 
sional accountant they will be able to go on and say (still quoting from 
Locke): “The gods have given you understanding, which is better than 
bookkeeping by double entry.” It is towards this end that Mr. Mont- 
GOMERY’s efforts are directed. 
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It is naturally impossible to read the present work without compar- 
ing it, at least mentally, with its forerunner, Dicksee’s Auditing, with 
the American editions of which Mr. MontcomMery’s name was identified 
and to which he contributed so much that was useful to the American 
accountant. Those whose acquaintance with that classic of the literature 
of accountancy extends through the two American editions to the English 
editions (and they are many), which antedate them, will feel that any 
departure from that work could only be made in the form of a book 
distinctly designed to meet the conditions existing in this country, 
embodying the experience of leading practitioners on this side, with such 
references to English authorities and examples as serve to illustrate 
matters of practice common to the two countries and perhaps point to 
statutory restrictions towards which legislation in the United States 
will probably tend. A new work would be justified only in so far as it 
was, in a marked degree, better suited to the requirements of students 
and of the profession in this country than any adaptation of the English 
author’s book. 

No lack of appreciation of the value which Mr. Dicksersr’s book has 
possessed in this country is implied in the statement that Mr. Montcom- 
ERY has achieved an exceptional success in producing such a work, which 
must unquestionably be accepted as the standard American book of ref- 
erence and text-book on the subject. 

Auditing may be regarded as the function of the professional ac- 
countant which demands the greatest capacity for analytical work. This 
is particularly true if the general term is considered to comprise the 
subject of investigations. The prerequisite of experience for efficiency 
in this branch of work is accordingly imperative, but at the same time, 
experience of the kind which comes from the vain repetition of unim- 
portant detail work, without the exercise of imagination and breadth 
of vision, becomes a handicap rather than an advantage to an accountant. 
A feature of Mr. Montcomery’s book, therefore, which will commend 
it to members of the profession is the extent to which questions of prin- 
ciple are discussed rather than stated dogmatically. The impression 
gained from a reading of the book is that it inspires thought and con- 
sideration, without, however, losing the authoritative character for the 
guidance of the student which would be looked for with confidence from 
an author with Mr. Montcomery’s practical experience. 

The part of the book which will perhaps be read with the greatest 
degree of interest by practising accountants is that devoted to the sub- 
ject of the detailed audit. Mr. Montcomery defers the consideration 
of this matter until after the discussion of the principles applicable to 
a balance sheet audit. The inference must not, of course, be drawn by 
the student that the last-mentioned type of audit is the more frequently 
made or the more desirable. The determination of the scope of any 
audit is governed entirely by the particular circumstances under which 
the audit is made. Nevertheless, the arrangement of the subject-matter 
adopted by Mr. Montcomery enables him to build upon the chapters 
dealing with the balance sheet audit in stating what, in his opinion, should 
be regarded as essential in the case of a detailed audit. 
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There is no doubt that misconceptions exist even in the minds of 


practising accountants as to what is comprised in the term “detailed 


audit.” In contradistinction to this term the expression “partial audit” 


is frequently employed, but no general understanding appears to exist 


as to the essential difference between a balance sheet audit and a partial 
audit, nor as to the extent to which a partial audit falls short of a detailed 
audit. 


The position taken by the author is that the auditor must not lose 
his sense of perspective among the multiplicity of details of an audit. 
He must be prepared to stand by the result of comprehensive tests 
intelligently applied, with due regard to the law of averages and the 
possibilities in the particular case, devoting the time saved by this 
method, as compared with that required to satisfy the misguided ambi- 
tion to tick every figure on the books, to similar tests of subordinate 
records between which and the books of account the greatest facilities 
for fraud and error exist. The result is not to limit the responsibility 
of the auditor but to extend it, and, what is of more importance, to 
render the audit of greater value and efficiency in every respect to the 
parties interested. The factor of supreme importance, however, in this 
conception of an auditor’s duties in the case of a detailed audit is the 
determination of what constitutes a comprehensive test, and in this 
respect Mr. MontcoMery’s recommendations will be of great value. 
There is room for considerable progress in the knowledge of what not 
to do. 


The book includes chapters or sections of chapters devoted to the 
consideration of questions to which other authors have devoted separate 
volumes, and it deals with such questions in a very complete manner, 
within the restrictions imposed by the evident desire to keep the book 
within the limits of a single volume. The chapters dealing with the 
questions of depreciation and of holding companies are good examples 
of this. The full discussion of the subject of inventories, particularly, 
in chapter VIII and elsewhere as occasion requires, is of great value, 
and the average accountant will appreciate the detail given in chapter 
XXVI with regard to the very inexact and perhaps little known science 
of municipal accounting. A chapter is also devoted to the statement 
of the methods and practices in force in connection with the matter of 
interest. 

Mr. Montcomery draws attention, from time to time, to matters in 
which that which is perfectly good law cannot be regarded as equally 
good accounting. The references to the treatment of premiums on 
capital stock sold, in chapter XX, and of premiums paid on investments 
in bonds in trust estates, in chapter XXVII, are instances of this. Mr. 
Montcomery also appears to take the view that the results of operation 
of subsidiary companies should be brought into account in the books of 
holding companies. While this is a question upon which probably no 
differences of opinion exist among accountants, it is apparently regarded 
with disfavor by the law, at any rate as far as the treatment of profits 


earned by subsidiary companies, but not transferred in the form of 
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dividends to the holding companies, is concerned. The point is one upon 
which judicial opinion and, if necessary, legislation is desirable. 

The chapters upon the forms of certificates and reports and the 
liberal use of forms throughout the book are to be regarded as of 
material value. The author inclines somewhat to the presentation of the 
figures submitted in a report, in what might be described as statement 
form rather than account form. Mr. Montcomery refuses to be “made 
to balance on the opposite side.” His attitude is unquestionably in 
accord with the growing tendency to submit figures in a more narrative 
form, to facilitate their comprehension by business men other than 
trained accountants. The only danger which might result from this 
tendency is that the development of ideas will vary with individual ac- 
countants, and a lack of that uniformity which the stereotyped English 
forms attempted to ensure, may result. In this respect, however, Mr. 
Montcomery’s book renders available to accountants forms which have 
had more or less authoritative approval, and it is to be hoped that with 
proper warning to students not to allow individual tendencies to render 
comparison of accounts difficult or impossible, the advantages of the 


more modern forms of accounts may safely be impressed upon them. 


With reference to the balance sheet, however, it may be argued that 
the borrowing of money or the sale of securities is not the sole occasion 
for its preparation. Items are, with propriety, included upon the assets 
side in many balance sheets which would not enter into a statement for 
credit purposes. They may not even represent deferred charges to 
operation, in the ordinary sense of the word, although they would of 
course ultimately be charged, perhaps over a series of years, against 
surplus. The old form of balance sheet affords the same facilities for 
determining the exact position of a company for credit purposes as the 
proposed statement form, except in cases where the balance sheet com- 
prises only such assets and liabilities as would be considered by a banker 
in financing a business, either temporarily or otherwise. 

The value of the book is enhanced by frequent quotations from papers 
and reports prepared by leading members of the profession and by 
engineers. Judicial decisions are also referred to, and in several cases 
stated very fully. The reference to specific instances of difficulties 


confronting auditors in examinations actually made, and of cases of 
fraud and error which have been detected, will help to render the book 
of practical use to students. 

Two chapters, one of which relates specifically to the subject of de- 
preciation and decisions in respect thereto, are devoted to the federal 


excise tax on corporations and the reports required to be filed in con- 
nection therewith. A copy of the regulations issued by the Commis- 


sioner of Internal Revenue on federal corporation tax is included, 
together with a draft of the proposed law to extend the tax to part- 
nerships and individuals. 
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Reference to the many other distinctive features of the book, of 
interest to accountants, and instructive to students, cannot be made in a 
brief review. The work, however, is one which cannot fail to be 
of value to accountants generally. It is too much to hope that it will 
be read to any extent by their clients! 


Hersert C. FREEMAN, 
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